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PREFACE 



The volumes of the International Library of Technology are 
made up of Instruction Papers, or Sections, comprising the 
various courses of instruction for students of the International 
Correspondence Schools. The original manuscripts are pre- 
pared by persons thoroughly qualified both technically and by 
experience to write with authority, and in many cases they are 
regularly employed elsewhere in practical work as experts. 
The manuscripts are then carefully edited to make them suit- 
able for correspondence instruction. The Instruction Papers 
are written clearly and in the simplest language possible, so as 
to make them readily understood by all students. Necessary 
technical expressions are clearly explained when introduced. 

The great majority of our students wish to prepare them- 
selves for advancement in their vocations or to qualify for 
more congenial occupations. Usually they are employed and 
able to devote only a few hours a day to study. Therefore 
every effort must be made to give them practical and accurate 
information in clear and concise form and to make this infor- 
mation include all of the essentials but none of the non- 
essentials. To make the text clear, illustrations are used 
freely. These illustrations are especially made by our own 
Illustrating Department in order to adapt them fully to the 
requirements of the text. 

In the table of contents that immediately follows are given 
the titles of the Sections included in this volume, and under 
each title are listed the main topics discussed. At the end of 
the volume will be found a complete index, so that any subject 
treated can be quickly found. 

International Textbook Company 
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ACCOUNTING METHODS OF 
BANKS 



METHOD OF WORK 



INTRODUCTION 

1. Bank bookkeeping, so called, consists principally of 
making records of transactions on separate forms, and the 
main part of the work, therefore, is bookkeeping only in a 
limited sense. The forms used differ considerably and the 
system followed varies, but the method in all banks is the same 
in principle. The work of a bank is divided among the dif- 
ferent departments, the number of which vary according to 
the importance of the bank and the volume of business trans- 
acted. In treating of bank bookkeeping, therefore, it seems 
advisable to describe the work as it would be done in a bank 
of average size and with an organization such as is found in 
one of the smaller cities of the country. 

2. For the purpose of description, we have assumed that 
the bank under consideration is located in Hartford, Connecti- 
cut, and that it is named the Equitable National Bank. It has 
a capital stock of $500,000 and a surplus of $200,000 and dpes 
an ordinary commercial business. Its principal officers are 
M. A. Bigelow, president, and J. E. AUard, cashier. It is a 
member of the Hartford Clearing House Association and its 
clearing house number is 6. The following is a list of the 
names and numbers of all the Hartford banks belonging to 
the Clearing House Association: (1) Hartford National 

COPYRIOHTED SY INTERNATIONAL. TKXTSOOK COMPANY. ALL RIOHTS RESERVED 
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2 ACCOUNTING METHODS OF BANKS § 31 

Bank, (2) Farmers and Mechanics National Bank, (3) 
National Exchange Bank, (4) State Bank, (5) First National 
Bank, (6) Equitable National Bank. 

The Hartford banks not members of the Clearing House 
Association are: Merchants Bank, Security Trust Company. 

The principal correspondents of the Equitable National Bank 
are the Eastern National Bank of New York and the First 
National Bank of Boston. 

3. The work of the bank is divided among seven depart- 
ments, which are: (1) Receiving teller, (2) paying teller, 
(3) collection clerk, (4) note, or discount, clerk, (5) proof- 
book clerk, (6) individual-ledger bookkeeper, (7) general- 
ledger bookkeeper. This division of the work represents 
merely what is considered to be convenient in carrying on the 
work of this particular bank. The employes of the bank rank, 
according to the importance of their positions, as follows: 
Paying teller, receiving teller, discount clerk, general-ledger 
bookkeeper, individual-ledger bookkeeper, collection clerk, 
proof-book clerk. 

4. In the wo^k of the bank all checks and other items pay- 
able at banks that are members of the Hartford Clearing House 
Association are classed as clearings. Items payable at banks 
not members of the Association are classed as non-clearings. 

Each non-member of the clearing house carries an account 
with a bank that is a member, and this bank clears for such 
depositor bank all its checks drawn on clearing-house members. 

Special arrangements are made by the Clearing House Asso- 
ciation to clear each afternoon at a given time items drawn on 
banks in near-by towns, known as foreign clearing-house banks. 
By this arrangement all items drawn on the banks in one place 
are sent direct to a town in one letter. Items drawn on banks 
in distant places are sent to the correspondent banks in New 
York or Boston. 
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BOOKKEEPING SYSTEM 

5. The bookkeeping system followed here is known as the 
loose-leaf strike-sheet system. By this system the records of 
the receiving teller, paying teller, note teller, and collection 
clerk are made on individual sheets designated as strike 
slieetSy and the work of each one can be proved by itself and 
also by the figures in the proof book. 

All items and checks from the different departments are 
sent to one place, where they are entered in what is called the 




Fig. 1 

proof book under headings for each department. As an 
equal debit or credit is made for each item received, the general 
strike of the total amount and the amounts of the different 
departments should agree. 

When a strike, or proof, is made of the work and it is found 
that the debit and credit sides of the proof book agree, the 
items are distributed to the individual-ledger bookkeeper, 
general-ledger bookkeeper, local and foreign clearing houses, 
and the correspondent clerk. The total of the items posted by 
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the bookkeepers must agree with the figures shown by the 
proof book. 

The day's work of a bank is balanced when the total amounts 
of all the different departments agree with the figures shown 
by the proof book and the debit and credit sides of the proof 
book agree. 

6. The relation of the departments of a bank to each other 
will be seen by a reference to the chart shown in Fig. 1. It 
will be seen from this that the proof-book department is the 
central point in bank work, as all items go to this department 
on their way to the ledgers and the clearing house. Of the 
total amount taken in by a bank, about one-half is handled by 
the receiving teller, one-fourth by the paying teller, and one- 
eighth each by the discount and collection tellers. As already 
stated, all transactions are sent to the proof-book department 
and are distributed from there in about equal ^mounts to the 
individual ledger, the general ledger, and the clearing house. 



RECEIVING TELLER 



7. The receiving teller ranks in importance after the paying 
teller. It is his duty to receive the deposits of customers and 
to enter the amount and the date in the pass book of each one. 
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The record of the daily work of the receiving teller is made 
on the receiving teller's strike sheet and a daily balance sheet 
These sheets are dated and filed after the day's work is 
balanced. 
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8. The transactions of the receiving teller involve the use 
of the following forms : 

On opening an account at a bank, each customer is required 
to fill out a sigrnature card similar to the one shown in 
Fig. 2. The customer writes his name on this card in exactly 
the same way it will be signed on checks, gives his home or 
business address, the nature of his business, and the name of 
the person by whom he was introduced to the bank. If the 
depositor is a firm or corporation, the card shows the names of 
the partners or those of the corporation officers authorized to 
sign checks. After the car^ is 
filled out, the date the account 
was opened, and the name of the 
customer is typewritten at the 
top by the bank, and the card is 
then filed alphabetically in a case 
located conveniently for the tell- 
ers and bookkeepers to compare 
signatures on checks. 
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Fig. 3 



9. Deposit tickets, the 

form of which is shown in 
Fig. 3, are furnished for the 
use of depositors, who are ex- 
pected to make them out. This 
saves the time of the teller but it 
has a greater advantage of fa- 
cilitating a checking of the items 
by him. In making out a deposit ticket, the depositor writes 
the date and his name in the spaces at the top and lists 
the items of a deposit in the lines below. Currency, gold, 
silver, and checks are listed separately as shown. Checks 
drawn on the bank where the deposit is made are usually desig- 
nated by the name of the drawer, those drawn on other local 
banks by the name of the bank, and those drawn on out-of- 
town banks by the name of the bank and the city or town and 
state in which it is located or more frequently only by the name 
of the city or town. 
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When a deposit is received, the teller verifies the items by 
counting the cash and comparing the amounts on the checks 
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Fig. 4 

with the amounts listed on the deposit slip. Each check must 
be examined carefully to see that it is made out in proper form 
— ^that is, that it is dated, that the amount given in figures and 
in words agree, that it is signed by a responsible person, and 
that it is properly indorsed. If the amount of a check is not 
expressed the same in figures and in words, the amount written 
in words is taken as correct. After the items of the deposit 

slip are checked, the col- 
umn of figures is added 
and the total entered in 
the depositor's pass book. 

10. A pass book, the 

form of which is shown in 
Fig. 4, is a book furnished 
to each depositor when his 
account is opened. It 
serves as a receipt book and 
is presented each time a 
deposit is made. In mak- 
ing an entry, the date of 
the deposit is given on the 
left-hand side of the page and the amount on the right-hand 
side. Proceeds of discounts and collections are entered from 
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ACCOUNTING METHODS OF BANKS 



credit slips made out by the note or collection clerk, in which 
case the initials of the clerk who made out the slip are entered 
in the column between the date and the amount columns. 

If the pass book is not presented with a deposit, the receiv- 
ing teller makes out a credit slip similar to that shown in Fig. 5. 

11. The receiving teller's strike slieet is of the form 
shown in Fig. 6. Only the cash transactions of the teller are 
shown on the sheet, the total amount of currency, gold, and 
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Fig. 6 

silver of each deposit being entered as one item. Checks listed 
on deposit slips are not considered as cash and are not entered 
on the sheet, being disregarded in balancing the daily work of 
the receiving teller. When more than one receiving teller is 
employed, the work of each is distinguished by a pencil of a 
certain color. After the cash part of a deposit is recorded on 
the teller's sheet, the deposit slip and checks are sent to the 
proof-book department. At the close of the day's work the 
receiving teller's sheet is footed, the total showing the amount 
received during the day. 
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§ 31 ACCOUNTING METHODS OF BANKS 9 

12. The receiving teller's daily balance sheet, shown in 
Fig. 7, is a form used for recording the amount of cash in the 
hands of the teller at the close of the day's business. The 
various denominations are counted and the amount of each 
entered in the column under the proper heading. In the column 
headed Nickel is entered the amount in pennies and under it 
the amount in five-cent pieces. In the Silver column are 
entered in order, one under the other, the amounts in ten-cent 
pieces, twenty-five cent pieces, and fifty-cent pieces, and finally 
the amount in silver dollars. In the Gold column are entered 
the amounts in the various denominations of gold coins; and 
in the Bills column are entered the amounts of each of the 
various denotninations of bills. After the cash is thus listed, 
the columns are totaled and the totals carried to the recapitu- 
lation column on the right-hand side of the sheet. The total 
of this column shows the actual amount on hand, but in order 
to compare this with the total of the teller's strike sheet. Fig. 6, 
the amount brought over from the previous day's business must 
be deducted. As shown in Fig. 7, the amount was $1,000, and 
the balance agrees with the amount in Fig. 6. The $1,000 
is again added to give the amount on hand, and from this sum 
is deducted any amount turned over to the paying teller, which 
leaves the amount to be carried over to the next day's business. 



TRANSACTIONS 

13. The following were the transactions at the receiving 
teller's window on Tuesday, September 8, 19 — : 

Deposit of new customer: 
James Myers, 

Bills $ 60.00 

Coin 1125 

Checks 

J. H. Steele & Co 150.00 

First, Boston 287.50 

First National 400.00 

Hartford 5.00 

Springfield, Mass 194.10 

$1,107.85 
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10 ACCOUNTING METHODS OF BANKS § 31 

Deposits of- regular customers : 
W. H. Gillette & Co., 

Bills $ 106.44 

Gold 40.00 

Checks 

Farmers & Mechanics 984.90 

Chattanooga 1,564.00 

Merchants 10.00 

$2,705.34 
F. T. Peabody, 

Bills $ 320.00 

Coin .- 57.75 

Checks 

W. H. Gillette & Co 400.00 

James Myers 158.80 . 

National Exchange 631.00 

Security Trust 1,040.61 

$2,608.16 
Lucy B. Fostelle, 

Bills $ 50.00 

Checks 

First National 10.00 

National Exchange 42.00 

F. T. Peabody 30.00 

$ 132.00 
Cash on hand in detail at the close of business : 

Gold coin ^ $ 50.00 

Bank notes 1,536.00 

Fractional silver 58.75 

Nickels and cents .69 



$1,645.44 



PAYING TELLER 

14. The paying teller of a bank ranks in importance next 
to the officials. He has charge of the bank's money, and it is 
his duty to cash checks and make all other payments called for 
•by the business of the bank, including the settlement of the 
clearing-house balances. It is necessary for the paying teller 
to be in close touch with the accounts of depositors and he must 
be thoroughly familiar with their signatures. 
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15. Payment on account of a depositor is "Usually made on 
presentation of an order, known as a check, the form of which 
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Fig. 8 

is shown in Fig. 8. When a check of a depositor is presented 
for payment it is carefully scrutinized by the paying teller to 
see that it is in proper form — that is, that it *is dated, that the 
amount as expressed in figures and in words is the same, that 
the signature is genuine, that the check is properly indorsed, 
and that the amount on deposit is sufficient to meet it. When 
a check drawn on another bank is presented and the teller does 
not know whether the indorser is financially responsible, he 
usually calls by telephone the bank on which the check is 
drawn to find out whether it is good. 

16. Checks of depositors are often presented to be certified, 
which is a guarantee by the bank that it will be paid on presen- 
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tation. A check is certified by stamping on its face, usually 
in red ink, the word "Certified" and the date, the certification 
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12 ACCOUNTING METHODS OF BANKS § 31 

being signed by the paying teller or the cashier. The form of 
certification is illustrated on the check shown in Fig. 8. 

The certification of a check makes the bank responsible for 
its payment instead of the drawer. Therefore, on certifying a 
check, which must first be O.K.'d by the bookkeeper, the pay- 
ing teller makes out a charge slip, Fig. 9, from which to charge 
the customer's account with the amount, and a credit certified- 
check slip. Fig. 10, from which to credit the certified-check 
account in the general ledger. 

17. When the teller pays a check, he stamps on its face 
the date of payment to show a cash transaction and makes the 
proper entry on his strike sheet, which contains a record of all 
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payments made by him and is of the form shown in Fig. 11. 
If the cheeky is drawn on the bank at which it is presented, the 
name of the maker is entered in the first column under the 
heading Name, and the amount is entered in the next column. 
If the check is drawn on another bank in the same or some 
other city or town, the name of the bank and the city or town 
and state is written in the first column instead of the name of 
the maker. Certificates of deposit, when p^id, are treated as 
checks. 

At the close of the day's business, or oftener if desirable, 
the teller makes an adding-machine list of the items in the order 
in which the transactions occurred, notes the total amount on 
the back of the last check of each lot, and delivers the lot 
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to the proof-book clerk. The items are then entered in the 
proof book and the column is footed. If the amount agrees 
with the total as given by the teller, the items are distributed 
to the proper accounts. 

18. At the close of the day's business the paying teller 
makes out a daily balance sheet of a form shown in 
Fig. 12, similar to that of the receiving teller. This sheet shows 
the amount on hand in the different denominations of currency. 
In the column at the left under the heading of Bills is 
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Fig. 11 

listed, first, the amount in twenty-dollar bills; second, the 
amount in ten-dollar bills ; third, the amount in five-dollar bills ; 
fourth, the amount in two-dollar bills; fifth, the amount in 
one-dollar bills ; sixth, the amount in bills of large denomina- 
tions; and seventh, the amount in strapped bills, if any. In 
the second column is listed the amounts in the several denomi- 
nations of gold coins, beginning with the highest in value. In 
the third column is listed the amounts in the various denomi- 
nations of silver coins ; and in the fourth column, the amounts 
in nickels and pennies. The fifth column, which is headed 
Items, is for listing late checks — that is, checks presented by 
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customers after the regular banking hours, which may be paid 

as a special accommodation. Such items are considered as cash. 

When all the cash is counted and the amounts are entered 

in the proper columns, the columns are footed and the totals 



Payment stopped on ^2^ of 



Payable to- 
7b tAeEquitable National Bank 
Dear Sirs 

Please stop payment on /^f^? No.. 



.payable to. 



signed as follows - , 

The undersigned hereby agrees to reimburse you for all damages, cost and 
expense, to wbieh you may be subjected by reason of refusal to honor said check 
and to furnish doe and sufBcient security therefor whenever demanded. 



Date^ 



o 



Fig. 13 



carried to the column headed Total on the right-hand side of 
the sheet, and the footing of this column shows the total 
amount of cash on hand" In the first line of the Total column 
below the horizontal double-ruled line is entered the amount 



R^annuft fnp ■tnpping P«yir>*1t t ^ 




Has duplicate been issued and when 






o 



Fig. 14 



carried over from the previous day, as shown by the balance 
sheet for that day, and from this amount is deducted the 
amount paid out during the day, the balance showing the cash 
on hand. This balance, if no mistake has been made, will agree 
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with the total of the cash on hand shown above. To this 
balance must be added the amount turned over by the receiving 
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NOTE 
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payable to- 
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Fig. 15 

teller, and the total shows the amount carried over for the next 
day's business. 

19. During the course of the day's business it may be 
necessary for the paying teller to handle several other forms 

described following: 

In Fig. 13 is shown a card 
used when payment on a note 
or check is to be stopped. If 
payment on a check is to be 
stopped, the matter is referred 
to the paying teller, who crosses 
out the word Note and fills out 
the card or asks the customer 
to do so, and the customer signs 
it. The back of the card is 
shown in Fig. 14. This side is 
signed by the customer if the 
stop-payment order is revoked. 
Stop-payment cards are filed 
alphabetically in a case located 
conveniently for the tellers and 
bookkeepers, and a stop-pay- 
ment slip of the form shown in 
Fig. 15 is posted or filed in the cages of the tellers as a reminder 
to be on the lookout for the presentation of the check. 
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20. A form of requisition furnished free by banks to 
customers is shown in Fig. 16. The customer specifies on this 
form the denominations of currency required for pay rolls and 
presents it with his check for the total amount. This requi- 
sition is usually handed to the paying teller the day before the 
cash is required, in order to give him time to put it up without 
interfering with other transactions. 



TRANSACTIONS 

21. The following were the transactions at the paying 
teller's window on Tuesday, September 8, 19 — : 

Checks paid: 

W. H. Gillette & Co., on Equitable $167.40 

Lucy B. Fostelle, on Equitable 12.10 

First National Bank, Boston 25.00 

Chase National Bank, New York 155.75 

State Bank, City 250.00 

Certified the following check: 

W. H. Gillette & Co. to J. C. McCormack $500.00 

Received $500 in currency froip the receiving teller. 

Cash on hand from yesterday, $1,610.25. 

Detailed statement of cash on hand at the close of business : 

Bills $ 850.00 

Gold coin 100.00 

Silver 45.00 

Nickels and cents 5.00 



$1,000.00 



COL.L.ECTION DEPARTMENT 

22. The collection clerk ranks in importance next to the 
last of the bank clerks. It is his duty to take charge of the 
drafts and other items received by the bank for collection and 
to make the collections at the proper times. 

A draft is an order generally made by one person on his 
funds in the hands of another person. It may, however, be 
drawn when the drawer has no funds in the hands of the 
drawee if he has reason to suppose that it will be honored. A 
draft may be drawn on demand, at sight, or on time. Drafts 

I L T 234—3 
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drawn at sight and on time are shown in Figs. 17 and 18. 
Acceptance of a draft makes the acceptor liable for its pay- 
ment on the due date. 

23. When a draft is received by a bank for collection from 
one of its customers, he is notified of it on a form similar to 



ylauie deceived and ciuu^e ^\t Mitne to accotmt 0/ 



Fig. 17 

the one shown in Fig. 19. If a bill of lading is attached to the 
draft, a notice of the form shown in Fig. 20 is sent. 

24. As items are received for collection they are entered in 
a book known as the collection register^ the form of which 
is shown in Fig. 21. The illustration shows what information 
is recorded, so that no explanation is necessary except to state 
that the entry in the last column headed Disposition is not 






^afiw deceived and tfiatjr Ifw aaine (0 account of 
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Fig. 18 

made until after the item has been presented for payment. 
In this case it is assumed that F. T. Peabody has paid the 
amount by check before the presentation of the draft and that 
the draft was returned the same day unpaid. Accordingly the 
entry in the column headed Disposition will be as shown. 
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When a draft or other item is returned unpaid to the sender, 
the reason for non-payment is attached to it and a letter of 
advice of the form shown in Fig. 22 accompanies it. 

25. In banks that handle a great number of collection items 
on out-of-town banks for customers, the following system is 



I 



• MAKE ALL CHECKS PAYABLE TO ORDER Of 

Equitable Natiooal Bank, Hartf orcL Conn. 



. HAKTFbM), CONU 

Ml C:^ <^ \ <^ €/r /tj 

Plttse c«H «nd{ ^^/pj* dr«f tjjqwn ^ you txjzzz^^vn (sight 

% 3^ 'y I2l!^ Equitable National Bank 

KimMy Brim thU Kodtc With Vow 




Fig. 19 

used: As items are received, they are entered on a collection 
register made up of five sheets of paper of different colors and 
bound together at the top. The first, or front, sheet contains 
five divisions like that shown in Fig. 23 and is not perforated 



All Dniftt are VyMt iw Money or Cmifa< Owda to tlie orfcf oi 

Equitable National Bank, Hartford, Conn. 

Hartford, ^"wm^ 



Mr. 



. Please c«li, ON ARRIVAL OF GOODS, tnd p«y • drtft, with Bill of Lading attached tor 
Car No.«: drawn on you by 



If payment it refuted on arrival of goods, kindly notify us, stating the reason. 

Equitablb National Bank 



Fig. 20 

between the divisions. The sheets underneath contain similar 
divisions and are perforated so that each division can be readily 
detached. 

When an entry is to be made, the set of sheets, with carbons 
between, is put into a typewriter, and the five copies of the 
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entry are produced at one writing, the entry being the same on 
all, though the printed forms on the different sheets vary 



Equitable National Bank 


— /P- 










We return the foUcwing unpaid items Reasons for non-payment 
accompanies each item. 

Yours respectfully, 

J. E. ALLARD, Cashisr 
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Fig. 22 

slightly. The first entry is made on the bottom division of 
the register, and the front, or first, sheet constitutes the per- 
manent record, the entry "Credited" or "Returned" being made 
when the item is finally disposed of. The copy on the second 
sheet, shown in Fig. 24, is filed to be used as a deposit slip to 
credit the customer's account when the amount has been 
received. The copy on the third sheet, shown in Fig. 25, is 



Jo^iT .^ EQUITABLE HiltlOHAL BAHK yvo. 

7 HARTFORD, CONN. 
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CREDITED _ 



RETURNEDl. 



Fig. 23 

filed to be sent as a letter of advice to the customer when his 
account is credited. The copy on the fourth sheet, shown in 
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Fig. 24 
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YOUR AjCCOUNT HAS BEEN CREDITED TODAY WITH THE ABOVE 
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Fig. 25 
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Fig. 26, is the tickler copy, which is filed under the due date 

of the item. The copy on the fifth sheet, shown in Fig. 27, is 

sent as a letter of advice to the bank to which the draft is sent. 

The four under sheets, being perforated, can be detached as 



j9 EQUITABLE NATIONAL BANK n. 



T: 



For Collection 



DO NOT CREDIT OR REMIT UNTIL PAID. 
PLEASE RETURN UNPAID ITEMS PROMPTLY. 



Fig. 27 

soon as a .record is made. The front, or original, sheet, though 
not perforated between the divisions, is perforated at the top, 
so that when the five divisions are filled, the entire- sheet can 
be detached and filed as a permanent loose-leaf record of 
transactions. 



TRANSACTIONS 

26. The following items were received Tuesday, Septem- 
ber 8, 19 — , for collection : 

James Myers, 10-day draft on John Harris Co., Boston, Mass., dated 
Sept. 8, 19—, listed No Protest, amount, $50. 

From Eastern National Bank, New York, sight draft of William E. 
Foster, drawn on F. T. Peabody, dated Sept. 5, payable at the Equitable 
National Bank, listed No Protest, amount, $362.72. 



NOTE TELLBR 

27. The note teller, or discount clerk, ranks third in impor- 
tance in a bank. It is his duty to look after the making of all 
discounts and loans, to compute discount and interest, and to 
receive payment for all notes. 
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Bank notes are of two kinds, one an ordinary note and the 
other what is designated as a collateral note. The ordinary 
note, the form of which is shown in Fig. 28, is a written 
promise to pay to a certain person a stated amount at a given 
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Fig. 28 

time and place, and it is therefore a time, or promissory, 
note. When a note of this kind is discounted by a bank, the 
interest for the period it is to run is deducted in advance. A 
coIlaterQ.1 note, the form of which is shown in Fig. 29, is 
a promissory note secured by the deposit of securities with the 
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Fig. 29 

bank. Interest on a note of this kind is paid monthly or at 
the time of the payment of the note, according to agreement. 

28. When due, a note in the hands of a bank may be 
charged to the maker's account, the same as a check, or be paid 
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by cash or check, or it may be renewed in whole or in part. 
Notes drawn on other banks in the same clearing house are 
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Fig. 30 

usually presented by the bank's messenger the first thing in 
the morning on the day due and if they are O.K/d by the book- 
keeper of the paying bank they are sent to and paid through 
the clearing house. If a note is not good in the morning, it is 
presented again at closing time, 
and if good then it is O.K.'d, the 
amount noted against the 
maker's account, and is sent 
through the clearing house the 
next day. Notes not good in the 
afternoon are turned over to a 
notary public, who presents them 
for the last time, and if not good 
they are protested by the notary 
and returned the following 
morning to the protesting bank. 
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29. The form of note reg- 
ister used differs to some extent. 
In recent years, however, many 
banks have adopted the one- 
copy note register devised by 
M. J. Philbin, a banker of Olyphant, Pennsylvania. This form 
of register has proved of such convenience that it is rapidly 
coming into general use. 



Fig. 31 
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The register consists of a set of five sheets of paper of 
different colors, each sheet containing five divisions like that 
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Fig. 32 

shown in Fig. 30, which provides for recording five trans- 
actions, and five copies of each are made at one writing. Each 
set of five sheets is bound together at the top, and the four 
under sheets are perforated so that the copies can be detached 
and filed separately. The top sheet is not perforated and when 
all the divisions are filled the entire sheet is filed on a post 
binder and the sheets become the permanent loose-leaf register. 
The copy on the second sheet is a duplicate of the first sheet, 
except that the date the note was discounted does not show 
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Fig. 33 



on account of being written on a dark-printed space. This 
copy is the notice of the due date, and is usually sent to the 
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maker a week in advance of the date. The copy on the third 
sheet is a duplicate of the first and is what is known as the 
tickler, which is filed in a case under the due date of the note. 
The copy on the fourth sheet is known as the indorser's form, 
and is filed in a case under the name of the indorser. The 
copy on the fifth sheet is known as the maker's copy, and is 



XttUrb i^atra nf Amrrira, 

ShdHt af 0oniirf limt 
(SUg of l|irtfor&. u: 

Ik it kwMPn. That, on the day of the date hereof, at the request of the 

Eqtittalilr Natf0nal Sank of l^artforb* (Hoitm 

the holder of the hereto attached, I, CHARLES H. WILLIAMS, 

Notary Public for the Commonwealth of Connecticut, by lawful authority, duly com- 
missioned add sworn, reifding in the City of Hartford, Hartford County, presented the 

same at the bank where payable to . the 

and demanded thereof, which was refused and answer made— • 



I, the said Notary, at the request aforesaid, have protested, and do hereby 
soleniinly protest against all persons and every party concerned therein, whether as Maker, 
Drawer, Drawee, Acceptor, Payer, Indorser, Guarantor, Surety, or otherwise, howsoever 
against whom it is proper to protest, for ail Exchanges, Costs, Damages and Interests, 

suflfered and to be suflfered, for want of '. thereof, of all which 

I notified the 



Witness my hand and official seal, at the City of Hartford, 
thii . day of , 19.... 



My Co mmU iioa cxpirci Jamtanr 19, 19 Ntttry PtMk 



Fig. 34 

filed in a case under the name of the maker. The fourth and 
fifth copies contain a space for recording payments that may 
be made on a note. The amount due is written in the first space 
on the two copies and if payment should be made on the note 
before it is due the original amount is crossed out and the new 
amount filled in. 

When notes are paid, the filed copies are removed and filed 
in the dead-file case. 
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30. When a note is discounted for a customer, the pro- 
ceeds are usually credited to his account by means of a deposit 
ticket, as shown in Fig. 31, and the amount of the discount is 
credited to the Discount account in the general ledger by means 
of a credit slip like that shown in Fig. 32. The face amount of 

the note is debited 
to thfe Discount ac- 
count in the general 
ledger by means of 
a charge slip like 
that shown in Fig. 
33, which carries a 
full description of 
the note. The note 
is filed in the note 
file under its due 
date. 



Hartford^ Conn., 



To- 



-drawn by 



-payable at 



^Bank 



of Hartfordy Cohh., for payment of $_ 



-after date 



dated^ 



and indorsed by— 



-having 



^1. If a note is 
not paid or other- 
wise provided for at 
maturity, it is pro- 
tested by a notary 
public or other 
authorized public 
officer for non-pay- 
ment. Protest is a 
legal procedure by 
which the bank 
makes formal de- 
mand for payment 
by means of a cer- 
tificate of protest, shown in Fig. 34. This certificate is attached 
to the note, and formal notice of the protest is sent to the maker 
and each indorser of the note on a form like that shown in 
Fig. 35. 



bnn duly presented this day^ and payment being refused 
upon presentation and demand made^ was protested by me 
for non-payment, and you villbe looked to for payment of 
the same. 

Pieare forward enclosed notices, if any, to your indorser. 
Respectfully yours, 
CHARLES H. f^ILLIAMS, 
Notary ^Public 



Fig. 35 
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TRANSACTIONS 

32. The following transactions took place in the note 
teller's department on Tuesday, September 8, 19 — : 

Discounted today the note of J. H. Steele & Co., dated Sept. 8, 19 — , 
for 2 months, amount $200, indorsed by James Myers. Proceeds, $198, 
credited to the account of J. H. Steele & Co. 



PROOF-BOOK CliERK 

33. The proof -book clerk ranks last among the book- 
keepers of a bank and a step above the bank messenger, which 
is the position usually filled by the beginner in the banking 
business. 

The proof book is a sheet ruled in columns for the record 
of the cash transactions of all the tellers of the bank. It is a 
general-balance book and serves as the bank's own clearing 
house for the redistribution of the items handled each day. It 
balances in itself and all other books are balanced from the 
figures furnished by it. At intervals during the day, usually 
hourly, the items of the various tellers are sent to the proof 
book, where they are entered in columns showing the trans- 
actions of each, as illustrated in Fig. 36, which shows how the 
work of September 8 was handled by the proof-book clerk. 

34. As the items are received by the proof-book clerk he 
checks up each deposit ticket to see that all checks are properly 
listed, that the footing is correct, and that each check is prop- 
erly indorsed. If found to be correct, the cash amount is 
entered in the column for the receiving teller, and the deposit 
ticket is then placed on the credit side and the checks on the 
debit side of the distributing case. At different times during 
the day the proof-book clerk totals on an adding machine the 
debit and credit items for the individual and general ledgers, 
enters the amounts in the proper columns of the proof-book 
sheet, and sends the items to the bookkeepers for entry in the 
ledgers. Checks drawn on the bank at which they are paid 
are entered on the proof-book sheet as individual ledger 
charges, and those drawn on other banks are entered as general- 
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ledger charges. Paid checks drawn on other banks are entered 
in the ledger against the banks on which drawn, and the 
total for each is listed on the form shown in Fig. 37 for 
clearing-house exchanges. 



35. At the close of the 
day's business the debit 
and credit columns of the 
proof -book sheet are 
totaled, and each teller is 
furnished with the total 
of his day's transactions, 
with which his account 
should agree. After these 
totals are proved to be 
correct, the proof - book 
clerk makes out a recap- 
itulation as shown under 
the head of Statement, as 



HARITOID OEARING HOUSE ASSOOATION 
EXCHANGE LIST 
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Hartford National Bank 










Parmen and Mechanirs Bank 










National Exchanee Bank 










State Bank 












' 








Equitable National Bank 










Total 



















Fig. 37 



shown on the left-hand division of Fig. 36, and as there is 
always an equal debit and credit amount for each transaction, 
the debit and credit totals of the proof book must agree. 



INDrVTDUAL-IilSDGER BOOKKEISPBR 

36. The individual-ledger bookkeeper ranks fifth in impor- 
tance among the employes of a bank. He has charge of the 
ledger in which the individual checking accounts are kept and 
comes into personal contact with depositors when any question 
regarding accounts arises. Entries in the ledger are made from 
debit and credit memorandum slips, the forms of which have 
already been shown, and the bookkeeper must always be on 
the alert, because the bank is liable for the amount when an 
item has been posted to the ledger. He must therefore scruti- 
nize each check carefully to see that it is correctly drawn, that 
it is properly signed, that it is not dated ahead, that there has 
been no alteration or erasure, that it has been properly 
indorsed, and that no stop-payment notice has been given. 
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37- What is known as the Boston ledgrer is the form of 
ledger in general use for individual accounts. This ledger is 
arranged in six divisions across each two facing pages, thus 
providing for recording a week's transactions. Each of the six 
divisions is ruled into four columns headed Checks in Detail, 
Debit, Credit, and Balance, as illustrated in Fig. 38, which 
shows one of the six divisions and a part of another. In this 
ledger the names of depositors are generally printed in alpha- 
betical order when the ledger is made, enough pages without 
printed names being added to take care of new accounts. All 
checks drawn against an account are entered separately in the 
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Fig. 38 

column under the heading Checks in Detail and at the close of 
business the total for each account is entered in the Debit 
column. All of the columns are then footed, and if no mis- 
take has been made the total of the Checks-in-Detail column 
will agree with the total of the Debit column. All pages are 
footed in the same way, after which the debit footings are 
combined and carried to the individual-ledger account in the 
general ledger and the credit footings are treated in the same 
way. 

After a trial balance has been taken, at the close of the day's 
business or the next morning, the balance for each account is 
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filled in and. the Balance column proved for each page. This 
is done by adding the day's credits to the previous balance, 
deducting the day's debits, and carrying the amount obtained 
to the next Balance column. The total of the balance column 
is proved in the same way from the totals of the Credit and 
Debit" columns. If an account is found to be overdrawn, the 
entry in the Balance column is made in red ink, the amount 
being deducted from, instead of added to, the total of the 
column. 

38. Many of the larger banks use what is known as the 
postingr-macliine system, which is a system involving the 
use of a loose-leaf ledger instead of the Boston ledger, one 
sheet being used for each account carried. The entries to an 
account are made by the posting machine, which is operated by 
the bookkeeper either by hand or by electric power. The form 
of the loose-leaf ledger is shown in Fig. 39. When an account 
is opened, the name and address of the depositor is typewritten 
at the top of the sheet, which is then put in the posting machine 
by means of which the entries are made. 

As items are received from the proof-book clerk, the 
deposits, or credits, and checks, or debits, are listed separately 
on plain sheets, from Which they are posted to the account 
sheets, the totals of which should agree with the proof-book 
balance. Deposits are entered on the account sheet in the 
column headed Deposits, and the paid checks in the column 
headed Checks in Detail, as shown in the illustration. Fig. 39, 
and the date must show for each day's transactions for any 
account. The new balance is found in the same way as for 
the Boston ledger by adding on the machine the day's deposits 
to the previpus day's balance and deducting the amount of the 
paid checks. 

39. The correctness of the balances of the accounts is 
proved by taking off a statement of all the accounts on which 
there were transactions during the day. The columns are 
totaled and the lesser of the balances is subtracted from the 
greater. If the total of the new Balance column is greater than 
that of the old, the correctness of the balances is shown by 
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the fact that the amount by which the deposits exceed the 
withdrawals is exactly equal to the difference between the old 
and new Balance columns; if the total of the new Balance 
column is less than that of the old, the difference between 



Equitably Natinttal Sank 



HARTPORO. Conn.. 



According to our books your account appears ovtrdruwn 
We there/ore request that you examine your pass 



book and advise us if we are correct Ify<m find that we are correct, please 
deposit funds to cover, as it is contrary to the policy cf this bank to carry 
overdrafts. 

RespectfuUy, 



Fig, AO 

the totals of the old and new Balance columns is exactly 
equal to the amounts by which the withdrawals exceed the 
deposits. 

By this system statements of accounts are made once a 
month or oftener if requested, and are receipted for by cus- 




FiG. 41 

tomers. This system obviates the necessity of balancing pass 
books, which are considered merely as receipt books for 
deposits. 

^ 40. The duties of the individual-ledger bookkeeper include 
the notification of depositors when their accounts have been 
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overdrawn and the balancing of pass books of customers of 
the bank. The form used for notifying customers of over- 
drafts is illustrated in Fig. 40, and a balanced pass book is 
illustrated in Fig. 41. 

41. The debit entries in the pass book are made by the 
receiving teller as the deposits are made and the credit entries 
are made by the bookkeeper when the pass book is presented. 
The credit entries are the charges against the customer's 
account since the pass book was last balanced and are made 
directly from the paid checks or other memoranda. Usually, 
when the credit items are numerous, only the total is entered 
in the pass book with a notation of the number of vouchers, the 
items being shown on an adding-machine list which accom- 
panies the canceled vouchers. 



TRANSACTIONS 

42. The following debits and credits have been assembled 

for entry on the individual ledger as a result of the trans- 
actions in the different departments on Tuesday, Septem- 
ber 8, 19—: 

Deposit tickets from receiving teller: 

Lucy B. Fostelle $ 132.00 

W. H. Gillette & Co 2,705.34 

James Myers 1,107.85 

F. T. Peabody 2,608.16 

Deposit ticket from note teller : 

J. H. Steele & Co $ 198.00 

Checks from paying and receiving tellers: 

Lucy B. Fostelle $ 12.10 

W. H. Gillette & Co 400.00 

W. H. Gillette & Co : . . . . 167.40 

W. H. Gillette & Co 500.00 

James Myers IS8.8O 

F. T. Peabody 30.00 ' 

T. H. Steele & Co 150.00 
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GENBRAIi-IiEDGER BOOKKBEPBR 

43. The general-ledger bookkeeper ranks fourth in impor- 
tance among the employes of a bank. He has charge of the 
general books, among which are the general ledger, cashier's- 
check register, draft register, and certified-check register. 

44. The greneral ledgrer contains all the general accounts 
of the bank. It is similar in form to the individual ledger in 
general use, differing mainly in the fact that the pages are ruled 
in two divisions, the upper half for resource accounts and the 
lower half for liability accounts, as shown in Fig. 42. At the 
end of the day the new balances are carried forward and the 
columns for each half of the page footed. The resource bal- 
ances are found by adding the amount in the debit column to 
the previous balance and then subtracting the credit amount. 
The liability balances are found by adding the credit amount 
and deducting the debit amount. Every 6 months or oftener 
the income and expense accounts are closed and carried to the 
profit-and-loss account. 

This form of general ledger shows the daily condition of 
every account, and it is the work of but a few moments for the 
bookkeeper to make a transcript of the accounts when called 
for by the officers of the bank. 

45. The draft register is a Dook in which a record is 
made of the drafts drawn on correspondent banks, a separate 
account being kept for each. The form of the draft register 
is illustrated in Fig. 43. As each draft is drawn an entry is 
made to show the date, the draft number, in whose favor 
it is drawn, the amount, the exchange charges, and the person 
or purpose for which it was drawn. At the close of the day's 
business the Amount column is totaled, the amount being 
carried to the Day Total column, and a credit ticket is made 
out for the account of the correspondent bank in the individual 
ledger. 

46. The casliier*s-clieck Tegitster^ which is illustrated 
in Fig. 44, is a book in which all cashier's checks issued are 



Digitized by 



Google 



EQUITABLE NATIONAL BANK 
DRAFTS DRAWN ON EASTERN NATIONAL BANK, NEW YORK. 




§ 










u 

5 

X 


















< — 

2 - 


















■^ 


















Z 

I 

z 

< 










% 

1 










S 

m 
z 

i 










u 










s 











38 



Digitized by 



Google 



ACCOUNTING METHODS OF BANKS 



39 



recorded. It shows the date of issue of each check, its num- 
ber, the name of the payee, and the amount. At the close of 
business each day the Amount column is footed and the total 
entered in the Day Total column and a credit ticket is made 
out to carry the amount to the Cashier's account in the indi- 
vidual ledger. The last column is for the entry of the date on 
which the check is paid. 

47. The certified-eheek reg:ister, illustrated in Fig. 45, 
is a book in which a record is made of all certified checks 
issued. It has columns for the entry of the date, the name of 
the drawer, the name of the person to whose order it is drawn. 



THE EQUITABLE NATIONAL BANK 

CASHIER'S CHECKS 
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PAYEE 


AMOUNT 


DAY TOTAL 
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Fig. 44 

the name of the person it was certified for, as well as the 
amount, the day total, and the date paid. As each entry is 
made, a debit ticket is made out to charge the amount to the 
account of* the drawer. At the close of the day's business the 
Account column is footed and the total carried to the Day total 
column, after which a credit ticket is made out to carry the 
total amount to the account of Certified Checks in the individual 
ledger. 

48. The general-ledger bookkeeper also handles a number 
of forms, the most important of which is a remittance 
sheet, illustrated in Fig. 46. This is a form used for listing 
checks drawn on banks outside the limits of the local clearing 
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house and is sent with 
the items to a correspon- 
dent bank for credit. A 
carbon copy of ^ the re- 
mittance sheet is made 
on an under sheet which 
is wider than the top 
sheet and contains an 
extra column for noting 
the name of the last in- 
dorser for each item. 
This is filed as the 
bank's record. The sec- 
ond column on the sheet 
is for indicating whether 
a check is to be pro- 
tested if not paid. No 
protest is indicated on 
the remittance sheet by 
anX. 

49. As a rule, items 
of $10 or under are not 
protested. Items of 
more than $10 are pro- 
tested unless they are 
stamped otherwise by the 
bank or bear the author- 
ity of a preceding in- 
dorser for no protest. 
The total amount listed 
on the remittance sheet 
is debited to the account 
of the correspondent 
bank in the individual 
ledger by means of a 
debit slip. When a 
similar notice of remit- 
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tance is received by the Equitable it sends an advice of credit, 
the form of which is shown in Fig. 47. When items are 
received from another bank and are not to be credited to an 
account nor sent to a correspondent bank, the receiving bank 



- Equitable National Bank 

Hartford. Conn.. ■. 


..._ 






/ enchu Jor credit ilcms as below. 

Yours respKtfuUy. 

J. E..ALLARO. Cashier 

0* PM pn»*tt rtem* of $»0.00 of undef. o> thos. b-hr>z. o« «•<» or back. 
th« •Omp Of •Jm.l.r .uthw-ty o( • pfee^l.ne mbOfMf. 


ON WHOM OltAWN 




AMOUNT 1 






















. . 








. 



Fig. 46 



remits the amount to the sending bank with a letter of advice 
of the form shown in Fig. 48. The carbon copy of this letter 



Equitable National Bank of Hartford, Conn. 



Your Utter of the ^ 
CAM man 



Hartford, Com.,, 
. is rtcmed cotriedMnp 

$ 



Riifnittanw an credited upon receipt aubdMCt to cotlectioa of the items.. 



Fig. 47 

of advice, which has a column headed Remarks, is filed as the 
bank's record. 

When checks that are received from another bank are not 
paid they are returned to the sending bank, together with a 
letter of advice of the form shown in Fig. 22. 
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THE CLEARING HOUSE 



50. Orgranlzation. — A clearing house is an organization 
formed by local banks in cities of any business importance for 



Equitable National Bank 



Hartford. Coim., - 



tVe enclo$e herewith drqfi fi>r $ 

Total. 

in payment of Hems metdtoned below. 

Youn reMpeetfiilly, 

/. £ ALLARD. Cuhk$ 



OR NUMBCfl 



ON WHOM DRAWN 



-Bank 



EXCHANGE ITEMS $_ 



Fig. 48 

the purpose of satisfactorily effecting the exchange of checks 
between them and also of enabling them to take united action 

on any matter affect- 
ing their interests. 
The organization is 
composed of a rep- 
resentative of each 
member bank and 
operates under a con- 
stitution and by-laws. 
Its officers are a presi- 
dent, a vice-president, 
a secretary, and a 
manager, who are 
chosen annually. The 
manager has charge of the daily routine business of the clear- 
ing house, and the association meets at the call of the president 



EQUTTABLE NATIONAL BANK 

HARTFORD, CONN. 



-4t- 



1 



Fig. 49 
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to pass on all questions affecting the policy of the organization. 
The office of the clearing house is usually located in a central 
bank building. 

51. Preparation for Clearing:. — Each bank prepares 
for clearing by first making a list of all checks for the clearing 
house and then entering the total amount on the proof -book 
sheet shown in Fig. 36. The checks are then assorted into 
groups for the various members of the clearing house, after 
which a list is made of the items for each and the totals ascer- 
tained. These totals are then entered in the clearing-house 
exchange list shown in Fig.. 37, and the column footed. The 
total of the exchange list must agree with the amount entered 
on the proof -book sheet as the total sent to the clearing house, 
and when these amounts are found to agree, a duplicate adding- 
machine list is maae of the items and the total for each bank 
of the clearing house. The original copy is sent to the clearing 
house with the checks and the carbon copy is kept as the bank's 
record. The checks for each bank are then stamped with the 
name and number of the sending bank as well as the date and 
are enclosed in envelopes for the different banks together with 
the list of items for each. The envelopes of each bank are 
printed with the bank's name and number, as well as a space 
for entering the name of the bank with which exchange is 
made and also the amount of the exchange, as shown in Fig. 49. 
The amount on the envelope for each bank must be the same 
as the amount entered on the clearing-house exchange list 
against that bank. 

52. Clearing: Operations. — Qearings are made each 
business day at exactly 12 o'clock, noon. The envelopes con- 
taining the exchanges are taken to the clearing house by bank 
messengers, and a bank is fined for the failure of its messenger 
to appear promptly or for any error in its exchange list. 

The messenger of each bank delivers the adding-machine 
lists of the items of exchange to the manager of the clearing 
house, who enters the amount for each bank m the proper 
column on the clearing-house exchange sheet, and the envelopes 
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containing the items are then exchanged with the various 
messengers for those sent by the other banks. 

The form of the clearing-house exchange sheet is shown in 
Fig. 50. , On this sheet, the banks are listed across the sheet 
and down the left-hand column according to their clearing- 
house number. The amount of the clearings presented by each 
of the banks against each of the other banks is entered in the 
column under the name of the bank against which it is pre- 
sented and opposite the name of the bank presenting it. For 
example, the clearing checks of the Hartford National Bank, 
which is No. 1, against the Farmers and Mechanics Bank, 
which is No. 2, would be entered in the column under the head- 
ing Farmers and Mechanics and in the top space opposite the 
name of the Hartford National. The amount of the Hartford 
National against the National Exchange, which is No. 3, would 
also be entered on the first line, but in the column under the 
heading National Exchange, and so on across the page tor all 
the banks of the clearing-house association against which the 
Hartford National presents clearings. The clearings of all 
the other banks are listed in the same way. 

53, When the amounts of the clearings have been listed 
they are totaled across the page for each bank and the amount 
is entered in the column headed Total Sent to Clearing House. 
Each of the columns is then footed and the amount for each 
bank is entered as the total received from the clearing house. 
If the total amount of checks sent to the clearing house by any 
one of the banks exceeds the total amount received against that 
bank, then the clearing house owes that bank and the amount 
is efttered in the credit column opposite the name of the bank. 
If the total amount of checks sent to the clearing house by the 
bank is less than the amount received against that bank, then 
the bank owes the clearing house and the amount is entered in 
the debit column. As there must be an equal debit for every 
credit, the debit and credit columns of the clearing-house 
exchange sheet must balance. 

54. Balances are settled at the clearing house and paid for 
in currency unless otherwise arranged for. The debtor banks 
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pay the clearing house each day between 1:15 and 1 :30 p. m., 
except on Saturday, when payment is made between 11 :15 and 



HARTFORD CLEARING HOUSE 


lit 


RRrFfvpn f^.^ Ma 






Dollar*. $ 


n MtUvmeat of balance due Clearing House th!s dzj 


""""^ 



Fig. 51 

11:30 A. M., and the clearing house pays the creditor banks 
between 1 :30 and 1 :45 except on Saturday, when payment is 
made between 11 :30 and 11 :45 a. m. 

When a bank pays the clearing house, the clearing house 
issues a receipt of the form shown in Fig. 51, and when the 
clearing house pays a bank, 'the bank issues a receipt of the 
form shown in Fig. 52. 

Errors in exchanges, or checks npt good or improperly 
drawn or indorsed, are adjusted directly by the banks con- 
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cerned before 2 o'clock each day, except on Saturday, when 
adjustment is made before 11 :30 a. m. 
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BANK STATEMENT 

55, At certain times during the year the United States 
Comptroller calls on each national bank for a statement of its 

condensed state3me3nt 
comptroller's call, may 10, 1©— 

Resources 

Cash on Hand and in Banks $ 1,182,118.62 

Loans and Investments 9,922,619.22 

United States Government Securities 1,997,693.09 

Due From Treasurer of United States 41,750.00 

Bank Building and Other Real Estate 286,931.68 

Customers' Liability Under Letters of Credit. . 8,650.27 

Overdrafts 309.60 

Other Assets Not in Above 47,525.76 

$13,487,598.24 
Liabilities 

Capital $ 750,000.00 

Surplus 500,000.00 

Undivided Profits 390,977.65 

Reserve for Interest 60,000.00 

Circulation 739,747.50 

Dividencls Unpaid 684.50 

Letters of Credit 10,537.30 

Discounts and Rediscounts With Federal Re- 
serve Bank 781,380.00 

Deposits 10,254,271.29 

$13,487,598.24 

Fig. 53 

resources and liabilities on a specified date. This is furnished 
in detail and a condensed statement, as shown in Fig. 53, is 
published in the newspapers. 

56. The resources of a bank, which are the cash and the 
securities an4 property that can be converted into cash, are 
listed in these statements under eight heads, as follows : 
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1. Cash on Hand and in Banks, which consists of cash in 
the vault and amounts on deposit with other banks. 

2. Loans and Investments, which are discounted notes, 
short-term investments, commercial paper, and bonds other 
than United States government bonds. 

3. United States Government Securities, which are United 
States treasury notes, certificates of indebtedness, and Liberty 
Loan bonds. 

4. Due From Treasurer of the United States, which con- 
sists of money sent to the United States treasurer for redemp- 
tion and funds to the amount of 5 per cent, of the capital stock 
of the bank held by the United States treasurer as a redemp- 
tion fund. 

5. Bank Building and Other Real Estate, which is the 
amount carried on the books of the bank as the value of its 
bank building and other real estate. 

6. Customers' Liability Under Letters of Credit, which 
consists of cash, certified checks, notes, stocks, and bonds held 
as security for letters of credit and traveler's checks issued to 
customers. 

7. Overdrafts, which are obligations of customers of the 
bank for overdrafts. 

8. Other Assets, which include all assets not listed under 
the preceding heads. 

57. The liabilities of a bank, which are the amounts the 
bank owes to stockholders, customers, banks, and the govern- 
ment, are listed in the bank statement under nine heads, as 
follows : 

1. Capital, which is the amount paid into the bank by the 
stockholders and used as the working capital. 

2. Surplus, which is earnings of the bank held on deposit or 
invested. 

3. Undivided Profits, which consists of earnings set aside 
for the payment of any debts of a bank. 

4. Reserve for Interest, which consists of a fund set aside 
from undivided profits to pay interest on money on deposit. 
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5. Circulation, which consists of the national bank notes 
of the bank in circulation and which may be equal to the bank's 
capital. 

6. Dividends Unpaid, which consists of amounts due stock- 
holders whose dividend checks have not been presented for 
payment: 

7. Letters of Credit, which consists of funds deposited by 
customers to cover letters of credit or travelers' checks issued 
by the bank. 

8. Discounts and Rediscounts With the Federal Reserve 
Bank, which is the amount of the discounts and rediscounts 
held by the Federal Reserve Bank against the bank. 

9. Deposits, which is the amount of money on deposit with 
the bank. 

BANK EXAMINATION 

58. All national banks are examined and checked up by 
bank examiners under the direct control of the United States 
govenmient. The government has blocked off the states into 
districts, and each district has a number of expert accountants 
and bookkeepers who conduct examinations of every national 
bank in a district at least twice each year. 

State banks are under the control of the state in which they 
are located and are examined at least twice a year by experts 
who are employed by the state. The capital of each state is 
the headquarters of the examiners and the reports of the con- 
dition of each state bank are filed with the state authorities at 
the capitol, while the reports on national banks are filed in 
Washington, District of Columbia. 

Some banks also conduct their own private examinations, 
while others have examinations conducted by private auditing 
companies, which is done usually twice a year. These exami- 
nations, whether by national, state, or private examiners, are 
conducted along the same lines, and the same system is always 
employed. No notice is given to any bank when the exami- 
nations are to be conducted. 

The examination of a bank usually starts a few mmutes 
after the bank's closing time, when the paying and receiving 

I LT 234-5 
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tellers are about to count up cash and strike a daily balance. 
Three or four examiners take immediate charge of all the cash 
in the tellers' cages, count the cash, and strike the daily balance 
for the tellers, which must agree with the tellers' balance shown 
by the proof book. The tellers must stay in their respective 
cages until the examiners count their cash and strike a balance. 

In larger banks, so as to avoid the possibility of changing 
cash by one teller to another, the examiners usually start at 
both ends of the row of tellers' cages and work toward the 
middle cage. The total amount of each teller's cash is noted 
on the examination sheet, and after the cash in the vault is 
counted, the total of all cash must agree with the amount 
carried on the general ledger under the heading of cash on 
hand. The next step is to take charge of the credit, or note, 
department. An adding-machine list is immediately taken off 
of the promissory notes and another of the collateral notes. 
These amounts are then checked back and must agree with 
the amount charged up against the note department on the 
general ledger. All notes are then carefully scrutinized by 
the examiners in regard to form, signature, and indorsements 
of each note and memorandum is made of all collateral held 
as security on the collateral loan notes. The value of all the 
collateral carried is later checked up to see that the market 
value of the securities is sufficient to warrant the loan. • 

The proof book is checked up next, and the amount of the 
exchanges, and foreign and correspondent items or checks, are 
totaled up and compared with the amount carried on the proof 
book. The general proof of the proof book is then checked up. 
The examination of the individual, or Boston, ledgers and gen- 
eral ledgers are next taken in order. The bookkeepers must 
balance their books as of the balance of the date that the 
examiners start the examination, as these books are gone over 
a day or two after the date that the examination begins. The 
extensions of each account in the individual ledger are gone 
over, the footings of the pages are verified, and each ledger is 
checked up and rebalanced. 

If the savings ledger accounts are kept separate, the items 
of each account are run off on sheets on the adding machine 
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and the totals are compared with those carried on the general 
ledger. The totals of all the different departments of the bank 
are compiled and this total must agree with the amount carried 
on the general ledger. 

The general ledger is the last book of the bank to be exam- 
ined ; each heading carried is gone over and checked up. The 
time required to examine a bank varies according to the size 
of the bank. The averaged-sized bank takes about 3 days, 
while the larger banks take from 1 to 2 weeks. 
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OPERATING ON THE NEW YORK 
STOCK EXCHANGE 



DETAILS OF BUYING AND SELLING 



EARLY HISTORY OF EXCHANGE SYSTEMS 

1. Introduction.— In order to obtain a clear idea of the 
why and the wherefore of the organization known as the New 
York Stock Exchange, it is necessary to go back in history and 
trace the evolution of the exchange. 

2. Beg:inning:s of the Eng:lish Stock Exchangres. 

One of the earliest records- of a stock exchange as such, dates 
back to about the year 1600, when the East India Company was 
incorporated, and later, the Hudson's Bay Company. These 
companies were stock companies and their shares were traded 
in about the latter part of the 17th century. At this time, the 
stock market may be said to have been unorganized, and in the 
year 1697 the English Parliament promulgated a law checking 
the evils arising from speculation in the securities of the large 
number of stock companies then existing. This same law also 
provided for the licensing of the stock brokers. 

3. Beginnings of the French Stock Market. — At 

about the same time that stock trading developed in England, 
a stock market began to function in Quincompoix Street in 
Paris. Here, as in England, active trading took place. 

4. Earliest Panic. — Growing out of these early opera- 
tions, a period of feverish speculation resulted, and in 1720 the 
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collapse of the South Sea Company, in England, and the Mis- 
sissippi Company, in France, caused the first great panic 
known to the stock market. 

5. Formation of tlie Liondon Stock Excliangre. — On 

July 5, 1773, the London Stock Exchange was founded. This 
organization may be said to have grown out of the operations of 
the curb brokers — that is, brokers who met on the curbstone — 
in Change Alley in London. 

6. Begrinningrs of tlie Stock Market in New York. 

Along about the year 1800 a period of stock buying and selling 
began in New York. In this market the first issue of United 
States Government bonds, along with the shares of the United 
States Bank and the Bank of North America, were actively 
dealt in. 

The usual meeting place of the brokers operating in this 
market was near an old buttonwood tree in Wall Street, and 
the stock market has continued in Wall Street or near by even 
to this day, so that the New York stock market and "Wall 
Street," or "the street," have come to be almost synonymous 
terms. 

In May of 1792 an agreement was entered into by a number 
of brokers whereby it was agreed that a commission of ^ per 
cent, of the specie value of the securities bought or sold should 
be charged. This date may be regarded as the beginning of the 
Stock Exchange in this country. 

7. Foundation of the New York Stock Excliang:e. 

In the year 1817, the same organization of stock brokers 
founded in 1792 was organized into a body then known as the 
New York Stock Exchange Board, and in 1827 this organ- 
ization moved into the Merchants Exchange building. 

In 1869 this Board and the Open Board of Brokers con- 
solidated, forming the New York Stock Exchange as it aopears 
today with its 1,100 members. 

8. Government of the New York Stock Excliangre. 

The New York Stock Exchange is governed by the Governing 
Committee, made up of the President and the Treasurer, who 
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are elected annually, and forty other members of the Exchange, 
who are elected for terms of 4 years, and classified so that ten 
are elected each year. Any decision by this committee is final. 
The forty members of this committee are so assigned that cer- 
tain of them serve also on the subcommittees of the Exchange, 
such as the committees on arrangement, arbitration, admissions, 
finance, commissions, law, constitution, stock list, clearing 
house, and securities. 

9. Membersliip. — A membership on the Exchange is 
called a seat. This term relates to the time when each broker 
had an individual seat in the Board Room, but now, owing to 
the high-pressure business carried on, the seats have been 
abolished. 

The number of seats on the Exchange is limited to 1,100, 
and each member must be elected to membership by the body 
before he may have a seat transferred to him through pur- 
chasing another's privilege. As a member of the Exchange, a 
broker is answerable to certain laws, and under certain condi- 
tions may be expelled. 

10. Value of Seats. — ^A seat on the Exchange is an 
asset of value; its price varies, often going as high as $96,000, 
as in 1909. To own a seat, a man must not only have money, 
but he must be of good business reputation and have no asso- 
ciations that would bring discredit upon the Exchange. 

11. Expulsion. — If found guilty of fraud, any member 
may be expelled by a two-thirds vote. 

Any member may also be expelled if he should be in any 
way connected with any organization in New York dealing in 
securities similar to those listed on the New York Stock 
Exchange. 

12. Representation. — A member may represent only 
one firm on the floor of the Exchange. Any member in New 
York must have a place of business there where notices may 
be sent and received. 
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LISTING OF SECURITIES 

13, Since the transactions on the Exchange consist of the 
buying and selling of securities, which may be either stocks or 
bonds, explanation will here be given as to how each security 
is admitted for trading on the Exchange, since only securities 
that have been listed on the stock list are dealt in on the 
Exchange. 

14. Requirements for Listing:. — Before securities can 
be listed on the stock list of the Stock Exchange, they must be 
examined by the Committee on Stock List. 

In order to have the Committee on Stock List consider a 
stock for listing, the promoter must furnish this committee 
with certain data. Were it a railroad, the following data would 
be required : 

1. Location of the property. 

2. Description of the property. 

3. A m^p of the property. 

4. Name of the company. 

5. Date of organization and by what authority. 

6. Route. 

7. Portion of the road completed and in operation. 

8. Proposed extension. 
' 9. Equipments 

10. Liabilities and assets statement. » 

IL Earnings. 

12. Statement of indebtedness. 

13. Number of shares of capital stock issued and the par 
value. 

14. A list of officers and directors. 

15. Location of the office of the company. 

16. Location of a transfer office and registrar in New York 
City. 

In every case the data required by the committee contain 
all the necessary details regarding the security that it is desired 
to have listed. 
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To sum the matter up, the corporation whose securities are 
about to be listed is rigidly examined by the Committee on 
Stock List before its securities and their listing will be con- 
sidered by the Governing Committee. This latter committee 
makes its investigation from the data provided as to capital, 
resources, liabilities, number of shares outstanding, etc. This 
committee and the previous committee having both passed 
favorably upon the security, the security is then listed for 
trading on the Exchange. 

15. Value of Listingr. — Since a security is subject to 
such careful scrutiny by the Stock Exchange through ,its 
designated committees, listing should add a feeling of faith and 
security regarding its value. 

16. Special Rigrhts of Committee on Stock List. 

Under the ruling of the Exchange, the Committee on Stock 
List may place on the list any national, state, or city govern- 
ment's bonds, without the consenting action of the Governing 
Committee. 

17. Listed and Unlisted Securities. — Previous to 
1910 there were two kinds of securities dealt in on the 
Exchange, namely, listed and unlisted. The listed securities 
have just been explained, so it is only necessary to state that 
the unlisted securities were those not having been passed on 
and scrutinized by the Committee on Stock List and the Gov- 
erning Committee. At the present time the unlisted-securities 
department on the Exchange has been abolished. 

18. Clearing: House and Ex-Clearing- House 
Stocks. — ^According to the custom in the "street," sooner or 
later a stock listed on the Exchange may be what is called an 
active stock and the buying or selling of it becomes voluminous. 
When this condition becomes true, it will be referred to the 
Committee on Stock List, and if they so decide it will become 
a Clearing House stock, and all trades in that security would 
be cleared through the operation of the Clearing House for the 
New York Stock Exchange. Stocks not so listed are known as. 
Ex-Clearing House stocks. 



Digitized by 



Google 



OPERATING ON THE §32 



OPERATORS ON THE EXCHANGE 

19. Classes of Members. — The 1,100 members in the 
Exchange are divided into the following groups : 

Principals: A principal is a member of the Exchange who 
does no buying or selling for himself, but one who employs 
another broker to buy and sell for him. 

Two-Dollar Brokers: These are brokers who operate as 
brokers for brokers and charge a commission of $2 per 100 
shares of stock for every 100 shares bought or sold by them. 
For example, suppose that Broker A buys 100 shares of stock 
for Broker B; then. Broker A would charge Broker B $2 
commission for having executed his order for him. 

Room Traders: These are men who are present on the 
floor of the Exchange, and buy or sell securities for their own 
account. They are professional speculators, who, being always 
present on the floor, are able to take every advantage of an 
opening to buy and sell securities and take a profit. 

Specialists: Specialists are men who make a specialty of 
buying and selling two or three securities, which are usually 
securities of an investment class, and their business is to a 
large extent with other brokers. 

20. Commissioiis Charged. — ^When a broker buys or 
sells stock for a customer he is allowed a commission of 

(a) $7.50 per 100 shares on stock with a par value up to $10 ; 

(b) $15.00 per 100 shares on stock with a par value from 
$10 to $125; 

(c) $20.00 per 100 shares on stock with a par value of $125 
or over ; 

(d) A minimum commission of $1.00 on all transactions. 
However, should the customer be a member of the Exchange, 

and a principal, then the broker would collect -gV per cent, if the 
name of the principal were given; were it not given, then the 
broker would charge ^V P^^ cent, of the market price. 

Any violations of the commission law are punishable by sus- 
. pension for from 1 to 5 years ; for the second offense the 
penalty is expulsion. 
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TRADING ON THE EXCHANGE 

21. Opening:. — On every business day the Exchange is 
opened at 9:30 a. m., and at 10:00 a. m. sharp the chairman 
announces the opening of the market ; buying and selHng then 
begin. The Exchange remains open until 3 :00 p- m. on every 
business day except Saturday, when it closes at 12:00 o'clock 
noon. Thus it is seen that 5 hours are provided for the active 
buying and selling of securities. Should a broker do business 
with another, either in the Exchange or publicly outside, before 
10 :00 A. M. or after 3 :00 p. m., a fine of $50 is levied. 

Naturally, when the market is just opened by the chairman 
there is great noise and hubbub and the babbling of voices to 
be heard; brokers are running here and there attempting to 
execute the orders which have accumulated overnight. As 
one stands in the gallery and watches this activity every little 
while he will see a man emerge from the crowd around a post 
and make a note on a small pad, and if the spectator should 
be curious and ask the meaning of the procedure he would be 
informed that the man was noting the data of a transaction 
just closed. 

22. Manner of Trading:* — In rows, all about the large 
room where the buying and selling is carried on, there are posts 
erected, and on these posts are recorded the names of securi- 
ties that can be bought or sold at that place. So it is seen that 
each stock has its own place on the floor, where buying or sell- 
ing takes place. 

Therefore, should a broker have an order to buy 100 shares 
of United States steel at the market price, he would go to the 
U. S. Steel post, and cry out how much stock he wanted to buy, 
and the price he wanted to pay. The other brokers round 
about make their offerings, say one at the price of 105J, 
another at lOSJ, and so on, and the trade would be arranged. 
There are no written contracts exchanged. All that is neces- 
sary to close a transaction is a simple word "taken" or "sold." 
Whenever a broker makes a sale or a purchase he merely 
makes an entry on a small pad, showing the name of the broker 
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to whom he sold or from whom he bought the security, along 
with the price paid and kind of stock, together with the char- 
acter of the bid or offer. An example is given in Fig. 1. The 
data as there recorded means, Bought, 900 shares of U. S. Steel 
at $149^ a share, from H. I. Smith and Co., and the broker's 
initials are signed to show who executed the order. 

23. Character of Bids and Offers.^Under the laws 
of the New York Stock Exchange, bids and offers may be made 
on the following terms : 

(a) For Cash: The security to be delivered on the day of 
sale and payment made for it. 

(&) Regular Way: The security to be delivered on the next 
business day and payment received therefor.- 

(r) At 3 Days: The security to be delivered on the third 
day after making the contract. * 

{d) Buyer's or Seller's Options: Security to be deliverable 
not sooner than the fourth day after the contract, nor later 
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Fig. 1 

than 60 days. On these transactions written contracts are 
exchanged, which draw interest at an agreed rate from the 
date of the contract till the date of delivery of the security. 
Some do not carry interest, and are known as being "flat." 

Under these Buyer's or Seller's Options, the seller has the 
right to make a delivery, or the buyer has a right to demand 
delivery at any time within the stipulated time by giving one 
day's notice. 



Digitized by 



Google 



§ 32 NEW YORK STOCK EXCHANGE 9 

24. Fictitious Sales. — ^Under the rules of the Exchange, 
a broker who takes part in a fictitious sale on the floor of the 
Exchange is punishable by suspension for a period of time up 
to one year. Thus, should a broker make a fictitious sale to 
another broker, the parties so engaged are punishable. The 
Exchange rules that all sales shall be bona fide; that is, in good 
faith. 

25. Teleplioning: Orders From the Office to 
Excliangre. — Every firm having a membership on the' 
Exchange has a telephone booth on the floor of the Exchange, 
these booths being located at one side of the floor. 

Orders for purchase or sale of securities are telephoned from 
the broker's office to the firm's booth, where they are received 
by a clerk in the firm's employ and conveyed to the floor 
broker of that firm, who executes them. When an order has 
'T)een executed, the floor broker gives the .details to the tele- 
phone clerk, who then telephones the result to the broker's 
office. 

26. Short Sales. — A short sale on the Exchange is a sale 
in which the broker's customer, or person selling, sells some- 
thing of value which he does not own. For example, suppose 
the customer does not own 100 shares of United States Steel, 
but gives his order to the broker to sell 100 U. S. Steel ; that 
would b^ a short sale by the customer, to the extent of 100 
shares of U. S. Steel. 

The question now is. Where does the broker get the security 
' to make a delivery for the seller ? 

The answer is, he borrows that 100 shares of stock from 
some other broker. When the seller's broker borrows the 
stock he immediately gives the other broker a check for its full 
market value, and the broker lending the stock pays to the 
seller's broker interest on the amount of the check at an agreed 
rate. The reason that the broker who is lending the stock pays 
interest on the money paid him by the borrowing broker, is 
that the lending broker has the use of increased capital, just 
as if he had borrowed it at the bank ; therefore he pays inter- 
est for its use. In the long run, the transaction is resolved 
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down to a loan of capital by one broker to another on collateral, 
and the rule for interest applies. The term collateral means 
stocks or bonds deposited as security for loans. Securities so 
deposited are said to be hypothecated. 

It is readily^seen that by lending stock in the street to another 
broker, a broker may obtain the use of more capital than if he 
had made a loan at the bank and deposited his stock as col- 
lateral, for in the case of loans to other brokers he obtains the 
full market value, whereas at the bank he obtains not more 
than 80 per cent, of its market value. 

Another advantage is that when a broker loans stock to 
another broker, he can demand its return at any time after 
one day's notice, whereas at the bank he would have to make 
a substitution in his collateral or else repay his loan to the 
bank. 

Because of these facts, there are many lenders of stock, for . 
by so lending they are able to obtain the use of capital to the 
full market value of the security, and at a lower rate of interest 
than at the bank. 

27. Reason for Short Sales. — ^Ari operator will sell 
short when he believes that the market price of a security is 
too high and that a decline in price is due. He does this with 
the hope that by the time when he must make delivery or return 
it to the lending broker he may be able to buy in the security at 
a lower price than that for which it was sold ; if his judgment is 
correct he will make a profit. 

Because selling short indicates a belief on the part of the 
seller that the price will decline, operators often sell short to 
influence the market and thus bring about a decline by which 
they may profit. 

28. Handling: of Stock Loans. — Since the lending of 
stock includes the delivery of a stock certificate by the lending 
broker to the borrowing broker, and the payment of cash by 
the borrowing broker to the lending broker, it is readily seen 
that this operation has all the elements of a sale. So, under 
the rules of the Exchange, stock loans are treated as sales ; the 
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necessary comparisons and the delivery of stock and cash are 
made just as with any other sale. 

29. Arbitragre. — Arbitrage is that operation of buying in 
the London stock market and selling short in the New York 
market or vice versa, and making a profit. By this operation a 
broker, through his agent in London, may buy a security at a 
lower price than the price of that security in the New York 
market. He then sells that security short in the New York 
market and by so doing he has taken a profit from the operation. 

30. Reports of Brokers. — ^When a broker has executed 
a customer's order on the floor of the Exchange, the broker 
telephones the result back to his own office, giving all the data, 
and then by means of the Exchange tickets of the Clearing 
House system as operating in the "street," his office compares 
the data, as recorded, with that of the office of the other broker 
who was a party to the transaction. In this way the data are 
checked up and error is reduced to the minimum. Thi« method 
of comparison only holds good for Clearing House stocks. 

With Ex-Clearing House stocks, comparisons are made by 
each broker submitting a memorandum of the transaction to 
the other broker by means of a clerk called a runner, whose 
duty it is to carry these memoranda to the other brokers' offices, 
have them verified, and return them to his own office. 

in every case these reports are compared by not later than 
4:00 p.m. 

31. Time of Delivery. — ^Under the rules of the Stock 
Exchange it is provided that if a security is sold for cash it 
shall be delivered before 2:15 p. m. of the same day. If sold 
in the "regular way" then it must be delivered by not later than 
2:15 p. M. of the* following day. 

32. Failure to Deliver. — If a broker fails to deliver a 
security by 2:15 p. m. of the day due, then the buying broker 
may close it out "under the rule." To do this, the buying 
broker immediately notifies the Chairman of the Exchange, 
who will read the notice from the rostrum the following day, 
and proceed to buy that security in for the broker. Should the 
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price be greater than the original contract price, then the buy- 
ing broker has a claim against the seller, under the original 
contract, for the difference. For example, should Broker A 
fail to deliver 100 shares of stock to Broker B, then Broker B 
would notify the Chairman of the Exchange, who would then 
proceed to announce the notice from the rostrum, and then 
buy in that 100 shares of stock at the best price obtainable. If 
it was bought in at $91 per share, and the original contract 
price was $90 a share, then Broker B would have a claim 
against Broker A for $100, which is the difference. 

33. Transfers* — As every stock certificate issued by* a 
stock company to a stockholder bears the name of that stock- 
holder, it is necessary that when a certificate changes hands it 
shall be transferred from the name of the previous owner to 
that of the new owner on the records of the stock company 
issuing the stock certificate, and that a new certificate be issued 
to the new holder. 

For this reason the usual certificate of stock has a form on 
the back of it which may be filled out to assign it to the new 
owner, and then the new owner may take the certificate to the 
transfer office and have it transferred to his name. 

34. Collection of Dividends. — Since dividends will 
only be paid to the recorded holders of stock, as shown on the 
stock company's books, it is readily seen that some sales of 
securities will be made when the transfer books of the com- 
pany are closed. Some of these sales will be ex-dividend, 
which means that the new purchaser does not have a claim on 
any dividend declared before the stock is transferred oh the 
company's books. However, sho\ild the sale carry dividend 
the purchaser will receive a due bill from the seller for the 
dividend. 
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USE OF CREDIT IN THE STOCK MARKET 



KINDS OP LOANS 

35, Loans at the Bank. — The money and stock markets 
are interrelated in the following manner : 

(a) To secure personal loans, Stock Exchange securities are 
deposited as collateral. 

(b) To obtain working capital, bond houses and stock 
brokers engaged in the sale of investment securities make 
loans with banking institutions by depositing their unsold hold- 
ings as collateral for such loans. 

(c) All speculative purchases of Stock Exchange securi- 
ties are partly financed by time loans or demand loans arranged 
with banking institutions, and secured by these securities as 
collateral. 

These statements clearly show the manner of obtaining a 
loan from a banking institution by securing that loan with a 
collateral deposit. 

36. Certification, — Credit is also extended to brokers 
by the banks through the operation of a system of certification. 
Certification may be defined as that operation whereby a bank, 
through the signature of its cashier or paying teller on the face 
of the check, guarantees that the -signature of the drawer of 
the check is correct as well as that the bank will pay the amount 
of the check on its presentation. 

By means of certification, credit is extended to the broker 
over and above that broker's deposit in the bank. An example 
will be here discussed : 

Suppose that Broker Jones has on deposit a balance of 
$75,000. Broker Jones buys securities for his customers to the 
amount of $400,000. It is clearly seen that the broker's avail- 
able capital is insufficient tp pay for the securities thus .bought, 
so the bank, having previously investigated the broker and 
established his line of credit, will certify the broker's checks 
for the amount sufficient to p*ay for the securities. This cer- 
tifying of a broker's check for more than his bank balance is 

I L T 234-^ 
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14 OPERATING ON THE § 32 

known as over certification. From this example it is clearly 
seen that the operation of certificatiop is in reality a temporary 
loan to the broker by the bank, and upon closer examination it 
is readily seen that very little risk is taken in connection with 
the operation in connection with Stock Exchange transactions^ 

In order to have the resulting benefits attached to over cer- 
tification or temporary loans, it is necessary for the broker to 
enter into a definite agreement with the bank as to the balance 
which the broker will maintain at the bank. For example, a 
broker may agree to maintain a daily balance of $75,000 at his 
bank, and on that balance the bank may agree to certify his 
checks up to the amount of, say, $1,000,000. It will be readily 
seen that should the fiank certify the broker's check for the 
amount of $200,000, then the bank will be over certifying to 
the amount of $125,000, that is, they would make a temporary 
loan of that amount to the broker. From the discussion thus 
far, it will be plainly seen that a broker's credit is a most 
important factor. It may be well to state now that the broker 
is not expected to use the limit of his credit very often. 

So far, we have seen how a temporary loan is made through 
the operation of certification. And now it is necessary to go 
into some detail regarding a broker's deposits at the bank in the 
repayment of this temporary loan. 

By the agreement with the bank, the broker is required and 
expected to make his deposits to his account, as he receives the 
checks from the sale of other securities than those for which 
he has paid through the medium of the tempprary loan from 
the bank. Thus, should the broker deliver securities, for which 
he would receive other certified checks, then under his agree- 
ment with the bank he would be expected to deposit them to 
his account at the bank. 

When the broker has received his stock, for which he has 
paid through the certification of his checks at the bank, he 
proceeds to arrange for his loans of cash on them as explained 
in paragraph (c) pf Art. 35. 

37. Morning: Loans at tlie Bank. — It has become 
customary of late for some of the banks to make what are 
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called morning loans to a broker for an amount sufficient to 
cover the probable amount of certification necessary for that 
day. This custom has come about through the desire to do 
away with the seeming violation of the National Banking Law, 
which stipulates that it shall be unlawful for a national bank- 
ing institution, or its representative, to certify a check for an 
amount in excess of the amount on deposit to the credit of the 
maker. 

38. Lioans Made in the Excliangre. — As has been pre- 
viously explained, there is a place in the Exchange Board 
Room where money loans are arranged, and each loan so 
arranged is secured by securities deposited as collateral. 

At this place the money brokers arrange to lend money to 
the brokers who may need it. These loans are usually call 
loans and carry interest at the call rate, which fluctuates from 
day to day, sometimes higher, sometimes lower. These money 
brokers, who make it their business to lend money, are mem- 
bers of the Exchange, and among them are representatives of 
the banks. 

39. Interest Rates on Loans. — A time loan is a loan 
that is made to extend over a specified length of time, as, for 
example, 30, 60, or 90 days, and carries interest at an agreed 
rate. 

A demand, or call, loan is a loan that is made with the under- 
standing that it is subject to call at any time, usually the fol- 
lowing day, and that it shall carry interest at an agreed rate. 

The interest rates on demand loans vary from as low a rate 
as 2 per cent, to as high as (on July 9, 1919) 17 per cent, for 
capital loaned on industrial stocks and 15 per cent, for capital 
loaned on mixed collateral. 



COLLATERAL FOR LOANS 

40. Requirements. — ^As has been stated, when a loan is 
made to a broker, that broker deposits collateral, which may be 
made up of stocks and bonds, or stocks or bonds alone. When 
the collateral is deposited, the bank examines it carefully to find 
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out if each security deposited is readily salable, and if each 
has a constant market. To a large extent, the most desirable 
securities for this purpose are government bonds or stock and 
bonds of railroad companies, which are listed as of high stand- 
ing on the exchange. Very often a bank will refuse to make a 
loan that is secured only by industrial stocks as collateral unless 
an -increased rate of interest be charged, and more often they 
require a certain amount of railroad securities to be included 
in the collateral. 

When government bonds are deposited as collateral, banks 
will loan to the market value of the bonds, whereas with loans . 
that have other collateral the bank will loan only about 80 per 
cent, of the market value of such collateral, thus giving the 
J)ank a margin of 20 per cent, on mixed collateral, and 25 per 
cent, is required on industrial collateral. 

Naturally, should the market value of the collateral decline, 
then the bank will issue a call for more collateral to maintain 
the required margin. 

41. Substitutions. — To make a substitution in collateral 
for a loan means to withdraw one security and in its place sub- 
stitute another block of securities of equal value or more. 

Thus, if a broker deposits as collateral for a -loan 100 shares 
of Mexican Petroleum at 60 and 300 shares of Erie at 40 and 
later finds that he needs the 300 shares of Erie to make a 
delivery, ha would arrange with the bank to withdraw the 300 
shares of Erie and substitute fn its place, say, 200 shares of 
New Haven at 62. Thus it is seen that the margin on the loan 
at the bank remains practically the same as before. 

42. Legality of Hypothecation of Customer*s 
Securities. — No doubt the reader is wondering whether it is 
lawful for a broker to hypothecate the securities of a customer 
when they are held on margin. 

As has been seen, the customer only has an equity in the 
securities held for his account to the amount of his credit bal- 
ance as shown by his account. Therefore, if the broker still 
retains securities for that customer in his office to the extent 
of that customer's equity, then the broker is within the law. 
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§ 32 NEW YORK STOCK EXCHANGE 17 

This is the plan followed in the street by many firms operating 
as brokers. 

On the other hand many firms have an agreement with their 
customers to the effect that the securities held for any customer 
may be used as collateral for a loan at the bank or elsewhere. 



CLASSES OF STOCK 

43. Grouping:. — The stocks of corporations may be said 
to be in either one of the classes enumerated below. 

(a) Railroads: Stocks of railroad corporations. 

(b) Mining: Stocks of mining corporations. 

(c) Industrials: Stocks of industrial corporations. 

44. Stock Certificates. — Certificates of stock are piedes 
of tough paper on which is engraved the name of the corpora- 
tion, kind of stock, and number of shares the certificate rep- 
resents, and they are signed by the president and the treasurer 
of the corporation. It is specified on each certificate that the 
person whose name appears on its face is the owner of that cer- 
tificate ; also that the shares are transferable only on the books 
of the corporation. On the back is a printed blank form for 
indorsement to a new owner, in the case of a sale, giving the 
new owner power of attorney for the transfer of the stock to 
his name. 

45. Kinds of Stocks. — In the organization of a corpora- 
tion, stock may be issued under the name of preferred stock 
and common stock, and each has the following rights. 

Preferred stock is stock that bears a fixed rate of dividend, 
which must be paid before any dividend is payable on the com- 
mon stock. The dividend may be cumulative or non-cumula- 
tive. Should it be cumulative, then whatever dividend is not 
paid this year must be paid out of future profits before the 
common-stock holders will have any claim for dividend. At 
all times this guaranteed dividend will be accumulating till 
paid. From this it will be seen that the preferred stock is the 
investment stock held for revenue from dividends, while the 
common stock is the speculative stock. 
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46. Bonds* — ^There are many forms of bonds issued, but 
in every case a bond represents a lien, or mortgage, on some 
part or all the property of the company that issues the bonds. 
Some of these bonds are known as consolidated bonds, which 
are bonds issued, after a reorganization, in place of previous 
bond issues. When a consolidated-bond issue is made it con- 
solidates the previous bond issues imder one bond issue, which 
covers all previous ones. 

There may be convertible bonds issued, and they usually are 
bonds which are convertible into stock. 

Then again, should one corporation biiy control of another, 
a series of bonds might be issued, called collateral bonds. In 
this case they would be secured by the bonds of that corpora- 
tion controlled. 

Further, should a corporation issue bonds and record the 
names of the holders of them, then these bonds would be 
known as registered bonds. 

Another form of bond is called a coupon bond. This is a 
bond with coupons attached on which the interest due at cer- 
tain dates is stated, and, as these coupons come due, interest is 
collected by clipping off the coupon due and presenting it for 
collection. A good example is the Liberty coupon bond. 

In every case it is to be remembered that a bond constitutes 
a mortgage, or lien. 

WALL. STREET'S INSTRUMENTS 

47. Tlie Ticker, — On entering a broker's office, practi- 
cally the first thing to be noticed is the ticker as it is called. 
This is an instrument that automatically prints on a tape (a 
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Fig. 2 

long roll of paper about f inch wide) the prices at which 
blocks of securities were sold on the Exchange. 

The data regarding the sales on the Exchange are gathered 
by reporters for the New York Quotation Company, who 
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report this information to their office, and it is then sent out 
over the vi'nes to the places where these tickers, or stock indi- 
cators, are set up, and the machine automatically prints the 
data in the form shown in Fig. 2. The data as there printed, 
read from left to right, mean : . 

100 Crucible Steel was sold at a price of $136 per share ; 

2 shares Studebaker was sold at $113 J per share; 

100 Bethlehem Steel "B" was sold at $102J and 8 shares 
at $103 ; 

100 Central Leather was sold at $1 lOf per share ; 

100 Smelters was sold at $87 per share. 
It should be understood that every stock listed on the 
Exchange has an abbreviation, and for the purpose of illustra- 
tion a few of them are here given. 



Abbreviation 


Name of Stock 


A.K. 


Alaska Gold Mines 


A.R. 


American Smelting and Refining Co., 




or "Smelters" 


B. S. B. 


Bethlehem Steel, Series "B" 


Anc. 


Anaconda Copper 


B.R.T. 


Brooklyn Rapid Transit 


Mnp. 


Mexican Petroleum 


Aco. 


American Cotton Oil 


Rbc. 


Republic Steel 


Pa. 


Pennsylvania R. R. 


Pr. means preferred 


stock; X means ex-dividend; U. R. 


means under the rule. 





48. Clearing: House Price as Shown on the Ticker. 

Every day, just as soon as the last sale is recorded, the Clearing 
House prices are made up and sent out over the tape to the 
offices of the brokers. That price is the nearest whole number 
to the last sale price. For example, should Anaconda Copper's 
latest sale price be 79f , then the Clearing House price would 
be 80, because 79f is nearest the whole number 80, so that 
price of 80 stands as the Clearing House price. 

However, the official Clearing House prices are compiled by 
a clerk who goes from the Clearing House to the board room 
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and compiles them. He then checks his prices as made up 
with those as appearing on the ticker tape. Should a difference 
in the prices be noted, then the brokers are notified of the 
error appearing on the tape. A further discussion of the use 
of the Clearing House prices wilh be given later. 

49. Telephones. — Next to the ticker, the most important 
instrument used in relation to the operation of the New York 
Stock Exchange is the telephone. As has been explained, the 
telephone is used in transmitting the orders of the customers 
to buy or sell, from the office to the Exchange, and then, when 
that order has been executed, the data of that transaction are 
returned to the broker's office. When one considers that in 
one day alone the transactions on the Exchange may run as 
high as 2,000,000 shares or over, it is readily seen that without 
the telephone the Wall Street system would be badly slowed up. 

50. Telegraph and Cable Systems. — ^The telegraph 
and cable systems are of use in conducting out-of-town busi- 
ness on other exchanges. 

51. News Slips. — In Wall Street there are two news 
agencies, one of which is Dow, Jones Co., and the other is the 
New York News Bureau. These agencies provide news items 
in the form of news slips every few minutes. These news 
slips contain important news as to recent developments which 
migh? have a tendency to affect the market. These slips are 
delivered to subscribers' offices by special messenger. 

52. News Ticker. — The news ticker operates in a man- 
ner similar to the ticker already described, only instead of 
printing a series of stock transactions in abbreviation on a 
narrow slip of paper, it prints a page on a sheet of roll paper 
about 6 inches wide, and provides a series of news reports on 
the condition of the market and of the happenings throughout 
the world. 
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LANGUAGE OF THE STREET 

53. Meaningrs of Terms. — ^Wall Street has a distinct 
vernacular all its own. To understand it, one must mix in the 
life there and learn it. Some of the more common terms are 
here explained. 

A bull is one who is long of the market, one who is holding 
securities and expects the market to rise. 

A bear is a short seller, one who is short of the market, and 
who is trying to force the market down by selling short. 

To straddle the market is to hedge one's account ; that is, 
to be long of the market on certain securities and short in 
others. 

A lamb is a person inexperienced in the stock market. 
When he sustains a loss he is said to have been sheared. 

Margrin is the deposit required by a broker when a customer 
gives him an order to buy securities or to sell them short. 
Usually 20 per cent, of the amount of money involved in the 
transaction is required. The amount by which the market 
value of securities hypothecated exceeds the amount loaned 
on them is also called the margin. 

The persons operating in the stock market are called bankers, 
brokers, principals, investors, manipulators, speculators, pro- 
fessionals, lambs, plungers, room traders, bulls, bears, spe- 
cialists, cliques, pools, syndicates, and the like. 

When the market prices of securities change but little the 
market is called steady. The market may take on other aspects 
so that it is called weak, active, or inactive; it might be In boom 
or a panic, and the prices shown are said to rise or fall, advance 
or decline. 

A strongr market is one that shows substantial gains in 
price. It is zveak when the prices decline. It is said to be 
stagnant when the volume of sales is low. 

A pool is a group of operators who advance a contribution 
to a common fund for the purchase of certain stocks, and when 
the pool sells out each one takes his proportionate share of 
profit or loss. A blind pool is one in which no one but the 
one managing it knows what stock is being dealt in. 
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An operation known as pyramiding: is the act of buying 
other securities from the fictitious profits of an initial invest- 
ment. Thus, a man makes an initial investment on a small 
margin in a rising market, or a bull market. Prices advance, 
but instead of selling and taking his profit he still holds the 
investment on the original margin and the broker accepts the 
profit as shown on his books in lieu of cash to buy more securi- 
ties on margin. SucTi profits are called fictitious, or paper, 
profits, and the man is said to be pyramiding his holdings. This 
pyramid is very likely to be upset by a decline in the market 
and the investor will then sustain loss. 

A wasli sale is a fictitious sale for the purpose of creating a 
fictitious market price. 

RECORDING A PURCHASE AND SALE 

54. Tlie Broker. — ^As will be seen from the discussion 
thus far, the broker may be regarded as the middleman, or the 
one situated directly between the buyer and the seller. He is 
the one who negotiates as agent for either the buyer or seller. 



New York, July 2, 19 
John Doe & Co. 

Buy for my account and risk 
200 [/. S. Steel at the market 

H. Appel 



Fig. 3 



Therefore it can be seen that a man of business ability is 
required to occupy this position. It must necessarily be so, for 
his advice on conditions in the market and recommendations to 
customers are of vital importance. 
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55. Tlie Order to Buy or Sell. — Next to be considered 
are the operations in the broker's office when a customer gives 
an order. The customer makes out an order in some such form 
as shown in Fig. 3. 

The order is telephoned to the exchange and there executed, 
the data returned to the office, and a notice as shown in Fig. 4 
IS given to the customer. 

As shown thereon, the customer is notified to the effect that 
the Frank Moran Company has bought for his account and 
risk 200 U. S. Steel at the price of $98 per share, and that a 



New York, 


July 2, 


^9 


John Doe & Co, 

Sell for my account and risk 
100 Smelters at pj 


H. 


Appel 





Fig. 5 

commission of $30 has been charged, making the net price paid 
by Mr. Appel $19,630. The broker from whom the security 
was bought was W. H. Jones & Co. 

When the order was given it was entered in the Customers' 
Order Book, when executed it was entered in the Purchase and 
Sales Book, then into the blotter, and from the blotter it was 
posted to that customer's ledger account, which was debited for 
the net amount as shown on the notice. 

Should Mr. Appel give an order to sell, it would be given as 
shown in Fig. 5. 

As before, the order is telephoned to the Exchange, executed, 
and then the data telephoned back to the office, and a notice is 
given Mr. Appel to the effect that his order was executed. 
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The notice is given in the same form as that shown in Fig. 4, 
and in this case is filled out to read : We have this day sold 
for your account and risk, Shares lOo; Securities, Smelters; 
Price, $g3; Federal and State Tax, $4; Net, $9,281; Name of 
Broker, T. O'Keefe & Co. The net price received is made up 
of the market price received less commission charges and 
transfer tax to the state and federal governments; because 
these are charges which the customer must pay, therefore they 
are deducted. 

As in the case of the purchase previously described, the 
entries are made in the several records there mentioned and 
the customer's account is credited with the amount noted in the 
net column. 

The manner of handling each and every record used in the 
broker's office will be taken up in a later Section. 



THE CURB MARKET 

56. Begrinning: of the Curb Market. — As has been 
previously explained, the stock brokerage business first began 
to function on the curb stones of the streets of Paris and Lon- 
don. Later on, the curb market began to function in New York 
under an old buttonwood tree near 68 Wall Street. Securities 
were bought and sold at this place in New York until about the 
time of the Civil War, when the market was removed to Wil- 
liam Street, between Exchange Place and Beaver Street. Trad- 
ing in this market, just as in London and Paris, began at an 
early hour and continued until 6 :00 p. m. on the curb, and later 
in the hotel lobbies. 

57. The Curb Association. — During the interval of 
time as described above, the curb market might be termed 
unorganized. However, in 1910, the New York Curb Associa- 
tion was formed through the efforts of a few men who were 
far-sighted enough to see the benefits accruing from an organi- 
zation. 

There are two hundred and fifty members of this association 
and the dues of each member are $100 per year. 
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Under the existing laws of the association, the trading on 
the curb is not restricted to the members only, but it is open to 
all who choose to trade there. 

58. Tlie Market Place. — The present meeting place for 
the curb market is on Broad Street in front of the Wall Street 
Journal building. 

59. Business Hours. — ^Just as on the Exchange, the 
business hours extend from 10:00 a. m. till 3 :00 p. m. During 
this time the firms who trade on the curb keep a representative 
there, whose duty it is to execute the customers' orders in the 
open market. The manner of trading is similar to that on 
the Exchange. The buyer finds the seller, a trade is arranged, 
the order is executed, and the data returned to the office. 

The broker notifies his office of the trades put through, by 
means of telephones located in booths situated in the windows 
overlooking the curb market. When an order is received from 
a customer, the broker's office notifies the telephone clerk in 
this booth ; he, in turn, notifies the curb broker by means of a 
sign language, or signals, similar to those used by deaf and 
dumb persons. The broker executes the order and by signs 
notifies the telephone clerk, who notifies the office. 

60. Method of Accounting. — The method of account- 
ing is similar to that employed for recording Stock Exchange 
transactions and will be explained in Stock Brokerage Account- 
ing Methods, 

61. Securities Dealt in. — The securities traded in on 
the curb are those that have not as yet been admitted to the 
Exchange for trading ; and, accordingly, most Stock Exchange 
houses maintain representatives on the curb. 

In spite of the fact that the securities there dealt in are not 
listed on the Exchange, there are many important issues dealt 
in on curb. For example, up until July, 1919, the stocks of the 
Standard Oil companies were traded in wholly on the curb. 
In 1919, application was made to list certain of the securities 
of that company on the Exchange. 
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From this brief discussion it will be seen that the curb 
market plays an important part in the financing of new stock 
companies, for, as has been explained, the security of a new 
corporation is first dealt in on the curb market, and the security 
will continue to be bought and sold there, by the public and 
others, until* it is listed on the Exchange. 
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STOCK-BROKERAGE ACCOUNTING 
METHODS 



BOOKS AND METHODS USED 



INTRODUCTION 

1. As has been explained in the previous Section, the 
transactions resulting from the buying and selling of securities 
by a broker for his customers are numerous. For this reason 
a system of books of account has come into use in brokers' 
offices for recording all necessary data regarding any single 
transaction, such as the kind of security bought or sold, the 
quantity (number of shares) bought or sold, the price, for 
whose account, from whom bought, to whom sold, and many 
other important facts, which will here be taken up and 
explained in detail. 

The books of account commonly used in a broker's office in 
Wall Street are as follows : 

1. Order Book. 

2. Purchase and Sales Book. 

3. Margin Record. 

4. Clearing House and Ex-Clearing House Blotters 

5. Customers' Ledger. 

6. Private Ledger. 

7. General Ledger. 

8. Securities Ledger. 

9. Stocks Borrowed and Loaned Book. 
10. Money Borrowed and Loaned Book. 

COPYRIOHTKD BY INTKRNATIONAL TEXTBOOK COMPANY. ALL RIOHTB RKBBIIVBO 
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11. Stock Transfer Register. 

12. Vault List. 

13. Revenue Tax Register (2), required by law. 

The records just mentioned are to a large extent prescribed 
by the laws of New York State or the Federal Government, or 
by the laws of the New York Stock Exchange. It may there- 
fore be safely stated that the same system of bookkeeping is 
used by each broker, and each office does not follow a system 
of bookkeeping that is entirely a product of the bookkeeper's 
own selection. 

The system of bookkeeping and accounting in operation in 
Wall Street is very efficient, for it has been created to meet the 
demands of that business, ahd is not a system forced upon it. 



ORDER BOOK 

2. Use, — The Order Book is a book in which the orders 
of the customers are recorded. As has been explained in the 
previous Section, when a customer gives an order to a broker 
to buy or sell for his account and risk, he does so in writing. 
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These orders, as soon as given, are written up in the Order 
Book. If it is an order to sell, then it is entered under the sell 
orders side, as in Fig. 1 ; if it is an order to buy, it is entered 
under the buy orders side. Fig. 2. 
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3. What Is Recorded. — The facts recorded regarding a 
sell order are as follows : 

1. The amount of security to be sold. 

2. Name of security. 

3. The price at which to sell. 

4. When the order expires. 

5. Name of customer giving the order. 
6: Name of broker to whom sold. 

4. Stop Orders. — In Wall Street, a customer very often 
sets a figure at which to sell certain of his holdings in case 
of a decline in the market price. Such an order is called a stop 
order. In the case of a stop order, if the customer tells the 
broker to sell a certain security when the price falls to a certain 
point, that price is recorded in the price column. Fig. 1. Then, 
should that order be good till some other order takes its place, 
it would be good till countermanded, and this information, rep- 
resented by the abbreviation G. T, C, would be recorded in 
the column headed Expires. Then again, a customer might 
give an order that is to hold for, say, 3 days ; in that case, the 
date of expiration, j da,, would be recorded in the Expires 
column. The name of the broker to whom the sale is made is 
recorded in the column headed Sold To. 

In the case of a buy order, the facts recorded are the same, 
with the exception that the name of the broker from whom the 
security was bought is included in the Bought From column. 

5. Example of Use. — To see just how this record is 
used, consider the following transactions, which are to be 
entered as shown in Figs. 1 and 2. Suppose that on July 1, 
192—: 

1. W. A. Fordham gives Broker John Jones an order to 
buy for his account and risk 100 shares U. S. Steel at the 
market price (which is $98 J a share). 

2. W. A. Fordham gives Broker John Jones an order to 
sell for his account 200 shares Rubber at $90 a share. 

3. H. Aery gives Broker John Jones an order to buy for 
his account and risk 10 shares Studebaker at $70 per share; 
100 shares Sears Roebuck at $105 per share. 
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4. H. Aery gives Broker John Jones an order to sell for 
his account 10 shares Anaconda Copper at $85 per share, in 
3 days ; 100 shares Sears Roebuck at $108 per share on July 1. 

It is here assumed that these orders were executed on 
July 1, 192 — , in order to proceed with the explanation. Just 
as fast as the orders to buy or sell come in, the order clerk 
enters them in the Order Book. Mr. Fordham's first order to 
buy 100 U. S. Steel at the market, which price was $98J per 
share, is entered in the Order Book, Fig. 2, as follows : In the 
Amount column is recorded the number of shares to be bought ; 
in the Security column is recorded the name of the stock; in 
the Price column is recorded the price at which the purchase 
takes place. In the Expires column is recorded how long a 
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time the order is good for — in this case it expires very 
quickly — and in the Customer column is recorded the name of 
the customer who gives the order to buy, in this case W. A. 
Fordham. The making of all the entries to this point may be 
considered as operation No. 1. 

When the order is received it is immediately telephoned to 
the firm's representative on the floor of the exchange. He 
executes the order and telephones the result back to the office. 
Then takes place operation No. 2, which consists of enta-ing 
the name of the broker from whom the stock was bought; in 
this case the selling broker was J. T. Lamb. Then, since the 
customer ordered the security to be bought at the market price, 
whatever it might be, the price entry would be made in the 
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price column. If, however, the customer had ordered the 
security to be bought when the market reached a certain price, 
the price specified would have been entered in operation No. 1. 
From this explanation, the entries of the other transactions, 
as shown in Figs. 1 and 2, will be easily understood. 



PURCHASE AND SALES BOOK 

6. Use. — The Purchase and Sales Book is a book of 
original entry. It is used to record all the purchases and sales 
of securities by a firm of brokers, for their customers after the 
orders are given and executed. 

In this record the following facts are recorded regarding a 
given transaction : 

1. Name of the broker who executed the order. 

2. From whom bought or to whom sold. 

3. Nuniber of shares bought or sold. 

4. Description of security. 

5. Market price at which bought or sold. 

6. For whose account bought or sold. 

7. Time of delivery under terms of contract 

8. The total amount paid. 

7. Since there are what are known as Clearing House and 
Ex-Clearing House stocks^ it would naturally be assumed that 
there were two books used, one for recording each group of 
items. On the contrary, there is only one Purchase and Sales 
Book used, but in that book all Clearing House items are 
usually segregated from the Ex-Clearing House items. 

8. Bids and Offers. — For convenience, the provisions of 
laws of the New York Stock Exchange regarding bids and 
offers, which were given in the preceding Section, are here 
repeated, and details of recording of bids and offers are 
explamed. 

Under the laws of the New York Stock Exchange, bids and 
offers for the purchase and sale of securities may be made as 
follows : 
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1. Cash: Security to be delivered on the day of purchase 
or sale and payment made for it. 

2. Regular way: Security to be delivered and payment to 
be made therefor on the next business day following the pur- 
chase or sale. 

3. At 3 days: Security to be delivered on the third day 
following the contract to buy and sell. 

4. Buyer's or seller's options: For delivery of security 
not sooner than the fourth day nor later than 60 days after the 
date of contract. Contracts are exchanged on the day follow- 
ing the transaction. Some of these contracts provide for inter- 
est and others do not. Where the contracts do not provide for 
interest they are known as "flat." 

Under these buyer's and seller's options the buyer may 
demand delivery, or the seller has the right to deliver the securi- 
ties at any time before the expiration of the option. On such 
contracts, one day's notice must be given at or before 2 :15 p. m. 
on the day before the securities are deliverable prior to the 
maturity of the contract. 

9. Abbreviations Used. — The information regarding 
time ot delivery under the terms of the contract is recorded in 
the Time- column by means of certain abbreviations, as follows : 

1. Cash, C. 

2. Regular way, 7?. 

3. At 3 days, B O^ or S 0\ 

4. Buyer's or seller's options, B O^ or S 0^^. 

The abbreviations for cash and for regular way explain 
themselves-; B O and S O mean buyer's option and seller's 
option, respectively, and the exponent indicates the maturity of 
the contract. Thus, if you were selling stock and agreed to 
make a delivery on the third day after the date of contract, 
then, since you were the seller, you would hold the* seller's 
option at 3 days, or, in abbreviation, S O^. On the other hand, 
were you the buyer at 3 days, then you would hold the buyer's 
option at 3 days, or, in abbreviation, B O^, If the option were 
for any other time, as 4 days or 30 days, it would be written as 
shown, B O^ or S O^^y as the case might be. 
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ACCOUNTING METHODS 




10. Example of 
Use. — ^As an example 
of the use of the Pur- 
chase and Sales Book, 
Figs. 3 and 4 show the 
entries resulting from 
the transactions noted 
in the Order Book, as 
listed in Art. 5. 

In the case of Mr. 
Fordham's order, for 
example, it will be seen 
that under Name of 
Broker is recorded the 
name of F. A. Downe, 
the broker who bought 
the stock; under From 
Whom Bought is re- 
corded the name of 
J. T. Lamb, which was 
obtained from the 
Order Book, Fig. 2. 
Under Number of 
Shares is recorded the 
number of shares 
bought, in this case 
100; under Description 
is the name of the 
stock, in this case U. S. 
Steel; under Price is 
the market price paid; 
under For Whose 
Account is the name of 
the person giving the 
order, in this case 
W. A. Fordham. 

In the Time column 
is recorded the time 
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when the security will be delivered under the terms of the 
contract. In this case the contract was made in the regular 
way, and that fact is recorded by the symbol R. 

The Amount column records the total cost under terms of 
contract, in this case $9,887.50. 

The other transactions are entered in a similar manner. 



CUSTOMER'S MARGIN RECORD 

11. Use. — As a customer may buy stocks and bonds on 
margin, it is highly important that the broker have at hand a 
statement of the amount of capital each customer has advanced 
on his purchases which the broker is holding for him. There- 
fore the Margin Record was introduced to fill that need. 

This record is one of the most important kept in the broker's 
office. It is also the one most carefully watched by the broker, 
especially when the buying and selling of securities is very 
large and the market is very active. 

The Margin Record is kept either on what are known as 
margin cards or in some loose-leaf record, the latter being usu- 
ally preferred. This record shows at a glance all the informa- 
tion regarding a customer's account as listed below : 

1. The number of shares — long, short, hedged. 

2. A description of the securities held. 
*3, The net price of those shares. 

4. The market price paid. 

5. The margin deposit (ledger credit balance). 

6. The margin remaining to carry the holdings, stated 
either in points or percentages. 

12. MsLTginsil Requirements. — Usually the broker 
requires the customer to deposit 20 per cent, of the amount of 
money involved in a given transaction, as a margin, on all 
securities which that customer may have bought or sold short. 
Thus, if an account were long, that is, if the customer holds. 



♦The net price is made up of the market price plus commission 
charges, if a purchase; if a sale, the tax and commission charges are 
deducted from the market price. 
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say, 100 shares of stock costing $10,000, then that customer 
would be required to deposit as a margin with the broker the 
sumx)f $2,000. Likewise, if the customer had sold short (that 
is, sold securities which he did not own) a like amount of 
securities with a value of $10,000, he would be required to 
deposit a margin of $2,000 on his short sales. 

It is readily seen that by means of this record the broker is 
better able to determine when more cash or margin must be 
furnished by the customer in order to still maintain his account 
so that the broker himself will not sustain a loss, or so that he 
will not be forced to sell the securities which he is holding for 
that customer. 

13. Manner of Use, — ^Whenever an entry is made in the 
Purchase and Sales Book, a corresponding entry is made in the 
same customer's Margin Record. Thus, if a customer, John 
Jay, buys 100 shares of Anaconda Copper at $50 per share, the 
first entry would be made in the Order Book, then in the Pur- 
chase and Sales Book, and then immediately the entry would be 
made in the customer's Margin Record, showing : 

1. The number of shares bought or sold short. 

2. The kind of stock. 

3. The market price and net price. 

4." The margin of deposit (credit balance). 

5. The margin remaining after making the necessary 
adjustments regarding any losses or gains sustained. 

With this information it is an easy matter to find the margin 
that a customer is maintaining on his holdings at any time. All 
that is necessary is to find the market value of all securities 
held long or sold short and compute 20 per cent, of it ; for, as 
has been stated, a margin of 20 per cent, is required by the 
broker. 

Should the margin fall considerably below 20 per cent., then 
a call would be made by the broker on the customer for enough - 
more cash or securities to recover (that is, to make up) the 
margin to the; original 20 per cent, required. 

14* Example of Use. — If Mr. Fordham's orders as 
recorded in the Purchase and Sales Book are his only trans- 
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actions with Broker F. A. Downe, the standing of his account 
as to marginal deposit would be determined by the following 
entries : 

As the record of purchases shows that the broker is holding 
100 shares of U. S. Steel for Mr. Fordham's account, Mr. 
Fordham is long of the market to that extent; therefore/an 
entry is made on the long side of his Margin Record, showing 
the number of shares his account is long, the kind of stock, and 
the net price, which is the market price plus commission 
charge of the broker and any additional expense. The market 
price paid for the security is also recorded. 

In the record of sales it is found that Mr. Fordham has sold 
short 200 shares of Rubber, and the data regarding his short 
sale are therefore recorded, showing the number of shares and 
kind of stock short, the net price, and the market price of the 
stock sold short. 

Since all securities held long for a customer on a margin or 
sold short are required to be margined by a deposit of 20 per 
cent, of the value involved, and since Mr. Fordham is holding 
$9,887.50 worth of stock on margin, he will be required to 
deposit 20 per cent, of it, or $1,977.50, and on the 200 shares of 
Rubber which he has sold short he will deposit with the broker 
20 per cent, of $18,000 or $3,600, which will give him a credit 
balance in the ledger of $5,577.50. As Mr. Fordham goes on 
trading, his credit balance in the ledger will change from time 
to tinie, as will the securities held long or sold short, so the 
margin records are very changeable. 



THE BLOTTERS 

15. Use. — In the bookkeeping system the next book to be 
used is thejlotter. This record may be said to be a combina- 
tion of the Cash Book and the Journal. Its ruling and arrange- 
ment are such as to indicate whether an entry for a given trans- 
action is only to show a transfer from one account to another 
or whether an exchange of cash has taken place. 

There are usually two blotters kept, one for entering the 
transactions in Clearing House stocks in loo-share lots or 
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multiples thereof. This Blotter is called the Clearing House 
Blotter. The other blotter in use is known as the Ex-Clear- 
ing House Blotter, and it records transactions in Clearing 
House stocks which are of less amount than 100 shares ; it is 
used also to record all transactions in stocks that are not Clear- 
ing 'House stocks, as well as to record all transactions in bonds. 
Each one of these blotters will be taken up in detail. 

16. Alternating' Blotters. — In brokers' offices there are 
usually two sets of blotters, kept for each division of stock as 
explained above. They have one Clearing House Blotter 
known as the Monday, Wednesday, and Friday C. H. Blotter, 
and it records all transactions that have taken place on Tues- 
day, Thursday, Friday, and Saturday ; also, one known as the 
Tuesday and Thursday C. H. Blotter, and it records all trans- 
actions in Clearing House stocks occurring on Monday and 
Wednesday of each week. 

In the same way two Ex-Clearing House Blotters are used, 
on corresponding days, for recording all transactions that are 
Ex-Clearing House. 

By means of the alternating blotters it is possible for the 
bookkeepers to keep the customers' accounts posted to date. 



ENTRIESS 



17. By referring to the forms. Figs. 5 and 6, showing the 
ruling of each blotter, it will be plainly seen that as to ruling 
and arrangement the blotters are identical. So a description of 
the manner of making an entry in one blotter will explain the 
method of operating either. 

When a transaction is entered in the Purchase and Sales 
Book, the same transaction is journalized in the Blotter. 
Should the transaction in question be a sale, then it would be 
entered on the To Deliver side of the Blotter and the following 
data would be recorded, namely : 

1. To whom sold.^ 

2. Number of shares sold (quantity). 

3. A description of the shares sold. 
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§ 33 ACCOUNTING METHODS 13 

4. The price paid, on the market, per share. 

5. The amount paid in settlement of contract. 

6. The commission charged by the broker for his services 
of selling. 

7. Tax paid at the rate of $2.00 per hundred shares to the 
state of New York and also at the same rate to the Federal 
Government, on all stock sold with $100 par value. 

8. The total amount received in settlement of each trans- 
action, which includes the amount paid for the stock minus any 
additional expense such as commission and tax and interest. 

9. The name of the account affected. 

On looking back to the forms, no doubt the reader wonders 
where the interest items come from, which would be entered in 
the column marked Interest. In the Clearing House Blotter 
the interest items will come from interest on all borrowed and 
loaned Clearing House stocks which have been called or 
returned. So, should a broker have to borrow stock to make a 
delivery for a customer on a short sale or for any other reason, 
that broker would collect the interest coming from the trans- 
action; for, it will be remembered that the broker borrowing 
the stock will give his check for the full market value of the 
stock borrowed, and he will receive interest on the amount given 
at an agreed rate. On the other hand, should the broker loan 
stock, then, instead of having an interest credit, he would have 
an interest debit. 

In the Ex-Clearing House Blotter, interest items will arise 
from money borrowed and loaned as well as from borrowed 
and loaned stock of the Ex-Clearing House division of stock. 

Should the transaction be a purchase instead of a sale, then 
the data recorded would be the same as that for a sale, with 
the exception that instead of to whom sold we would record 
from whom bought ; also, there would be no tax item, for no 
tax is paid by the purchaser of securities. Interest would be 
included, should any be due, from money loaned or stocks 
returned. 

18. Use of Blotter as a Cash Book. — So far, the 
Blotter has been considered only as it records the data regard- 
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18 STOCK-BROKERAGE § 33 

ing transactions in securities. It will now be considered as it 
records cash. 

Rule. — Should cash be received, it is recorded on the Deliver 
side of the Blotter, while if cash he baid, it is recorded on the 
Receive side of the Blotter, 

The explanation of this seeiping error is that the custom in 
the street has established the fact that all sales and the cash 
received therefor shall be recorded on the Deliver side, the 
credit in this case being a credit to the customer and a* debit to 
cash* 

Also, custom has established that when a purchase is made 
and paid for in cash, it is to be recorded on the Receive page 
of the Blotter, the debit being a debit to the customer and a 
credit to cash. 

19. Posting to the Ledgers. — All posting to the ledger 
accounts is done from the Blotter, and in posting the following 
rule should be followed : 

Rule. — When posting to the ledger account from the Blotter, 
should an item appear on the right-hand, or Deliver, page, it 
represents a credit to the customer and a debit to cash. Should 
the item appear on the left-hand, or Receive, page, it represents 
a credit to the cash account and a debit to the customer. 

20. Ex-Clearing House Blotter. — On each morning 
the bank balances from the previous day are entered in the 
Ex-Clearing House Blotter on the Deliver side of that record. 
At the same time the balances of stock from the Clearing 
House Blotter of the previous day are entered on their respec- 
tive sides. Thus, a Clearing House stock balance to receive 
would be entered on the Receive side of the Ex-Blotter, as it is 
often called, while a balance to deliver would be entered on the 
Deliver side of the Ex-Blotter. Also, should a draft have been 
submitted to the Clearing House, it would appear on the 
Deliver side of the Ex-Blotter ; likewise, a check would appear 
on the Receive side of the Ex-Blotter. 

21. Example of Entries in Blotter. — A transaction 
having been executed, a copy of that transaction goes to the 
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blotter clerk, who proceeds to journalize it in either the Clearing 
House or the Ex-Clearing House Blotter, as the case may be. 
Let us assume the position of the blotter clerk and journalize 
the transactions that were shown in the Purchase and Sales 
Book. 

Going over the sales, we pick out the items in 100- share lots 
of Clearing House stock and enter them on the Deliver side of 
the Clearing House Blotter, giving the data as shown in Fig. 5. 

We €nter the items of transactions in Ex-Clearing House 
stock in the Ex-Clearing House Blotter, recording the data as 
shown in Fig. 6. 

We then would enter the purchases on the Receive side of 
each blotter as the case may be, being cafeful to record all 
100-share lots of Clearing House stock, or multiples thereof, in 
the Clearing House Blotter, and all other items in the 
Ex-Clearing House Blotter. 

Let us assume now that the bank balance from the previous 

day was $90,000, and that there had b^n no stock balances; 

then we would enter the bank balance of $90,000 on the 

, Deliver side of the Ex-Clearing House Blotter as the first 

entry for that day. 

Naturally, the reader is wonderii^ how we are to enter cash 
received as margin from customers. According to the rule that 
all cash received is entered on the Deliver side, all that we need 
/ to enter is the amount received, crediting the customer's 
account and debiting cash. Thus, the margin of $5,577.50 paid 
by Mr. Fordham is entered in the Blotter on the Deliver side, 
as shown in Fig. 6. 

BALANCING the: BLOTTERS 

22« Clearing House Blotter. — Having completely 
entered the data regarding each individual transaction as 
called foi' in each column on the Receive side, to balance that 
side it would then be necessary to total the individual money 
columns, then cross-foot the several totals, as appear in the 
amount,»commission, interest, and tax columns, and the result 
should be the same aS appears as the total of the Total Amount 
column. 
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The third step in the operation is to carry the total of the 
commission column to the commission column on the deliver 
side, add this amount to the total of the commission column on 
that page, then extend that total obtained to the Total Amount 
column, and the account to be credited is commissions. 

The fourth step in the operation is to extend the total of the 
tax column on the deliver side to the Total Amount column, in 
which the amount is shown divided, the Federal tax account 
and the New York State tax account being credited with their 
respective portions of the tax collected on all sales or transfers. 
The rates of tax in each case are the same, as will be -explained 
later under Revenue Tax Register. 

The fifth step consists in totaling the several coltunns on the 
To Deliver side as they appeared before steps three and four 
were performed, then, by carrying over the totals of the com- 
mission and the tax columns to the Total Amount column, and 
footing the Total Amount column, the new total should agree 
with the amount column and prove the correctness of the work. 

The O in the Whose Account column is a symbol to show to 
• the bookkeeper that the item opposite it in the Total Amount^ 
column is not to be posted to any account in the Ledger, 
although the item is necessary in order to make the totals of 
the Total Amount columns of the Receive arid the Deliver sides 
agree. 

The sixth step is balancing the stock in order to know what 
the stock balances consist of. The method of procedure is as 
follows : Go over the Receive and Deliver sides of the Blotter 
and set off against each other all transactions in the same stock, 
and the balance to receive or to deliver can be arrived at. For 
example, suppose that we hadl)ought 100 shares of U. S. Steel, 
and sold 400 shares of the same stock for our customers, then, 
setting off one transaction against the other, we would have a 
balance of 300 shares of U. S. Steel which we had sold over 
that which we had bought, so the Blotter would show a balance 
to deliver of 300 shares. Should the conditions have been 
reversed and we had bought 400 shares of U. S. Steekand sold 
only 100 shares, then our balance to receive would have been 
300 shares. 
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Having balanced the stock, the seventh step is to carry the 
balances to deliver to the Receive side of the Blotter, and the 
balances to receive to the Deliver side ; then, using the closing 
price or the Clearing House price per share, make the exten- 
sion to the amount columns, on the Receive and the Deliver 
sides, and extend the total of these to the Total Amount 
colimms on either side of the blotter. 

The eighth step is to total the amount columns and the 
total-amount columns on both the Receive and the Deliver 
sides, and compare the results ; that is, the total of the amount 
column on the Receive side should be compared with the 
total of the amount column on the Deliver side and the differ- 
ence between these two totals should exactly equal the dif- 
ference between the totals of- the Total Amount columns of 
either side. 

Should the cash totals on the Deliver side be greater than 
the cash totals on the Receive side, then we know that a profit 
has been made ; that is, the excess of value received for securi- 
ties sold is greater than that paid for securities bought. There- 
fore, since the Clearing House will make the adjustments for 
us during the operation of its system of clearing, we have a 
Clearing Hotise balance coming to us ; so we note that and sub- 
mit a draft on the Manhattan Company for this profit. This 
amount is entered on the Receive side as Clearing House draft 
in both the Amount and Total Amount columns. This having 
been done, the Receive and the Deliver sides of the Blotter are 
in balance completely. 

Should the cash total of the Receive side be greater than that 
of the Deliver side, then a loss has been sustained, so then we 
would make note of the amount and submit to the Clearing 
House a check payable to the Manhattan Company. This 
would be noted on the deliver side of the Blotter as Check to 
balance', as in Fig. 5. Then the sheet should be completely in 
balance. 

All this having been done, the final operation is to enter all 
Balances in Stock, whether to receive or to deliver, along with 
the cash balances, whether check or draft, in the Ex-Clearing 
House Blotter in the manner already explained. 
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At this point it may be well to state that the sheet as sub- 
mitted to the Clearing House for the New York Stock 
Exchange is an exact cppy of the Clearing House Blotter when 
it has been completely balanced. 

23. Balancing: the , Ex-Clearing House Blotter. 

Having learned how to balance the Clearing House Blotter, as 
already explained, it will be quite simple to balance the 
Ex-Clearing House Blotter. The procedure is as follows : 

1. Treat the tax and commission columns as you did in bal- 
ancing the Clearing House Blotter, by totaling the two columns 
and carrying the totals to the Total Amount column on the 
Deliver side, crediting Commissions account with the total com- 
mission, and the Transfer Tax and the Federal Tax accounts 
with the respective taxes collected and paid to the Federal and 
State governments as shown by the total of the tax column. 

2. Foot the Total Amount columns on the Receive and the 
Deliver sides. 

3. Deduct the Receive footing from the Deliver footing, 
and the result will be representative of the balance carried in 
the bank accounts. This balance is proved by comparison with 
the balances in the check books. Why the Receive footing Is 
deducted from the Deliver footing will be clear if we recall 
the rule as to why all sales and cash received are recorded on 
the Deliver side. 

4. Carry the balance just obtained to the Receive side and 
break it up into the several balances carried in the several 
banks, if there be more than one bank account. In other words, 
charge each bank with the balance on deposit. 



HEVENUE TAX REGISTER 

24. Function. — The Revenue Tax Register is used to 
record all sales or transfers of stock, and the payment of stamp 
tax thereon, as provided under the amendment to the New 
York State law, which became operative June 30, 1905, and 
which provides for a tax of 2 cents per share, of $100 par 
value stock, on all stock transferred or sold. 
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This record provides for the recording of the date of sale 
or transfer ; name of stock ; the number of shares sold or trans- 
ferred ; par value of each share of stock ; the name of the pur- 
chaser or the transferee ; the number of stamps used, together 
w'ith the face value of each stamp ; also a column for entering 
the total value of all stamps affixed. 

25. Importance. — Along with the fact that this record 
is required by law, it is of great importance in alleviating the 
tendency of employes to steal revenue stamps, for, by means of 
the data provided, it is an easy matter to check up the New 
York State Tax account. 

26. Methods of Checking:. — To check up the tax 
account, all that is necessary is to foot the value column, and 
add the amount of stamps on hand> which is found by inven- 
tory; the resulting figure should equal the amount on hand 
at the beginning of the period, as shown in the New York 
Tax Account in the General Ledger. 

At the present time the Federal Government has a tax whicfi 
is also collected on all stock sold or transferred. For this, a 
separate tax register is kept. This record is an exact duplicate 
of the one already described. This Federal Tax rate is the 
same as that charged by New York State. To check up on the 
Federal Tax account, the manner of procedure is the same as 
described above, with the exception that the Federal Stamp 
Account is the name of the account in the General Ledger. 

27. Rates Charged. — Under the New York State law, 
and also the Federal law, the following rates are charged on all 
sales or transferring of stock. 

New York State rate : 

Stock with par value of $100, stamp tax is $2.00 per 100 shares 
Stock with par value of $ 50, stamp tax is $1.00 per 100 shares 
Stock with par value of $ 25, stamp tax is $ .50 per 100 shares 
Stock with par value of $ 10, stamp tax is $ .20 per 100 shares 
Stocks with no par value, the stamp tax is $2.00 per 100 shares 
Federal rate : . 
Stock with par value of $100 or less, tax is $2.00 per 100 shares 
Stock with par value of over $100, tax is 2 per cent, of the cash 
' involved 
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28. Example of Use. 

Remembering the fact that the 
taxes payable to the Federal 
government and to the New 
York State government are 
alike, to explain the manner of 
using one tax register will ex- 
plain the other. The form of 
the New York State Revenue 
Tax Register is shown in Fig. 7. 
The data for the entries are ob- 
tained from the Deliver side of 
the Blotters. Reference to the 
Clearing House Blotter, shows 
that on July 1 Mr. Fordham 
sold 200 shares of Rubber; so 
the state tax paid was $4, and 
stamps for that amount were 
used. This sale, therefore, is 
recorded in the Tax Register 
with the data required, as 
shown in Fig. 7. To pay the 
New York State tax, there 
would be required two $2 
stamps to be affixed to the stock 
certificate. It will be noticed 
that only half of the amount 
registered in the Tax column of 
the Blotter is recorded; the 
other "half is recorded in the 
Federal Tax Register. 

In the Ex-Clearing House 
Blotter is a tax item of $4.40 
which is divided in the same 
way, one-half being recorded 
in the New York State Tax 
Register and the other half in 
the Federal Tax Register. 



Digitized by 



Google 



, 33 ACCOUNTING METHODS 25 



CUSTOMERS* LEDGER 

29. Use. — ^In order to record completely the transactions 
of his customers, it is necessary for the broker to segregate all 
the individual transactions entered into in the execution of a 
customer's order to buy or sell securities. For this purpose 
the ledger known as the Customers' Ledger is used; in it all 
the transactions executed under a certain customer's name are 
recorded in the account bearing the name of that customer. 

This ledger may truly be considered as a part of the General 
Ledger, for there is no controlling account for the Customers' 
Ledger appearing in the General Ledger. 

Since this ledger is a part of the General Ledger, it naturally 
follows that, in order to have a true expression of the business 
conditions as shown by the Balance Sheet, it will be necessary 
to see that the balances appearing in the Customers* Ledger 
also appear on the Balance Sheet. 

30. Facts Recorded. — On the debit side are recorded: 
L All purchases of securities for thq owner of the account ; 

these entries are posted from the Blotter, and in the Ledger are 
shown the date of purchase, the number of shares and kind of 
stock, the market price paid, also the total amount paid for the 
stock, which includes the market price plus the commission 
charge. 

2. All cash withdrawn by the customer whose account it is. 

3. All interest charges. 

On the credit side are recorded : 

1. AIL sales of securities for the owner of the account; 
these entries are posted from the Deliver side of the Blotter, 
and show the date of sale, the number of shares and kind of 
stock sold, the market price received for the stock on the 
market, and the total amount received by the customer after the 
broker has deducted his commission charge and the tax charge. 

2. All margin deposits made by the customer. 

3. All short sales. 

4. A41 interest allowed on margins deposited on short sales. 
The usual rate of interest allowed on margins is 2 per cent. 
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The broker may also divide equally with his customer the 
interest that comes to him as a result of his customer's short 
sale. Thus, if a broker borrows stock tO make a delivery on 
his customer's short sale, he must give that broker from whom 
he borrows the stock a check for the -full market value. This 
broker in turn pays the borrowing broker interest for the use 
of the money which he has received from him as a result of 
the borrowing of the stock, and it is this interest that the 
broker often divides equally with the customer. - 

31. Balancins: the Ledger. — Once a month the Ledger 
accounts are balanced as to cash and stock. This is done after 
all interest items have been posted to the accounts. At this 
time also the Customer's Statement is prepared. This will be 
explained in detail further on. 

The procedure of balancing the Ledger is as follows : First, 
balance the account in the usual manner as to cash. Second, 
balance the stock by comparison of securities noted as being 
held long on the debit side of the account with those sold on 
the credit side, and note how the account stands as to securi- 
ties that are still held for that customer's account, or, as they 
say in Wall Street, of which he is long, and as to securities 
which the customer sold without having owned them, that is, 
short sales. 

It is readily seen that if a customer buys 100 shares of 
U. S. Steel today and sells that same 100 shares of U. S. Steel 
tomorrow, there can be no stock balance, but if the customer 
sold at a higher price than that at which he bought there will be 
a cash balance in his favor. 

Then, again, should that customer buy 100 shares of U. S. 
Steel today and also sell short 100 shares of Chino Copper 
stock, there would be a long stock balance in U. S. Steel; a 
short stock balance in Chino Copper, and a cash balance, which 
is determined by the price at which Steel was bought and 
Chino Copper was sold. 

32. Example of Use. — As has been explained, all post- 
ing to the customers' accounts is done directly from the Blot- 
ters. The method of posting Mr. Fordham's Ledger account, 
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as shown in Fig. 8, will now be 
explained. 

In the Clearing House Blot- 
ter, a "sale is recorded for Mr. 
Fordhani; therefore, according 
to the rule for posting, Mr. 
Fordham's account is credited 
with the sale of 200 Rubber at 
90, and. the amount credited in 
the column for recording the 
proceeds from the sale is equal 
to the price received on the 
market, minus charges for 
commission, tax, or any other 
charges. 

The Clearing House Blotter 
also shows that Mr. Fordham 
has bought 100 U. S. Steel at 
$98^, and, according to the rule, 
Mr. Fordham's account is 
debited with this purchase, the 
data being recorded as re- 
quired by the form ; the amount 
as recorded in the amount col- 
umn is made up of the market 
price plus any charges for com- 
mission. 

The Ex-Clearing House Blot- 
ter shows that Mr. Fordham 
deposited a margin of $5,577.50 
on his long holdings and short 
sale, therefore* he is credited 
with this amount. 

H no further entries were 
made in Mr. Fordham's ac- 
count until July 31, it would at 
that time be balanced in the 
following manner: 



Digitized by 



Google 



28 STOCK-BROKERAGE ' §33 

Proceed as to close any other account for a cash balance, 
then proceed to carry down any stock which the account owner 
may be long or short of. 

Since it has been shown that the manner of posting to a 
customer's account in a broker's record and the manner of 
balancing that account are the same as used in handling any 
other ledger account, there should be no trouble in handling the 
other accounts which are affected by the other items in the 
Blotters. 



CUSTOMER'S STATEMENT 

33. Function. — ^The function of the Customer's State- 
ment is to keep the customer fully informed as to his standing 
with the broker; for, by it, the customer can see a complete 
statement in detail showing what his purchases and sales have 
been during the month which this statement covers. 

By this statement the customer may know what have been 
the amounts paid for the securities which he has bought, and 
what have been the amounts received for securities sold for 
his account. * He may also obtain from this statement what 
have been the expense items of interest, commission, and tax 
on sales. He may see at a glance from the item of cash what 
has been the amount of margin deposited by him, and by adding 
his profit from operating to this marginal deposit, or, in-the 
case of a loss from operating, deducting this loss from the 
marginal deposit, he may know the amount of his new marginal 
deposit remaining to carry his account. 

By reference to his statement the. customer may see his posi- 
tion as to stocks short or long. In short, the statement shows 
the customer all the details regarding his account as it stands in 
the Customers' Ledger of his broker. 

34. Check on Customer's Statement. — In the Section 
on Operating on the New York Stock Exchange it was 
explained that whenever a brokerage firm executes an order for 
a customer, the customer receives a notice to the effect that the 
order has been executed. On this notice the complete details 
as to the price, name of security, and quantity sold or bought 
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are given. So, by comparing 
these notices with the monthly 
statement, a check can be had 
on the statement as furnished 
by the broker to his customer. 

35. Rule for Payment 
of Interest. — When a broker 
furnishes capital to a customer 
he charges interest at the rate 
of 6 per cent, per annum, while 
on the credit balances he allows 
the customer interest at the rate 
of 2 per cent, per annum. 

This rule is subject to the 
one modification that in the 
case of a short sale, which gives 
the customer a fictitious credit 
balance, no interest is allowed 
the customer by the broker. It 
is readily seen that any cash 
coming from the sale of a se- 
curity which is not owned by a 
customer does not in the larger 
sepse belong to that customer; 
for some part of it at least must 
be used to borrow that security 
at some future date in order to 
make a delivery on that cus- 
tomer's short sale, since a check 
for the market value of this 
stock will have been given to 
the broker from whom *the 
stock will be borrowed. From 
this explanation it will be seen 
that in reality the customer 
does not have the cash' as a 
credit to his account. 
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36. Relation of the Statement to the Account. 

The statement must agree in detail with the customer's account, 
as it appears in the Ledger, and must show all long holdings, all 
short transactions, along with the balance in cash, carried down 
either as a debit or a credit, as the case may be. 

37. Example of Use. — It has been explained that a cus- 
tomer's statement agrees in detail with the customer's account 
in the Ledger, showing all long holdings and all short trans- 
actions, with the cash balances carried down, either Dr. or Cr. 
as the case may be, therefore no further discussion is needed 
to explain the form shown in Fig. 9, which is a statement for 
Af r. Fordham, taken from his account as shown in the Ledger. 



SECURITIES LEDGER 

38. Function. — The Securities Ledger, or Stock Record, 
as it is known usually in Wall Street, is used to list the securi- 
ties held for customers' accounts, and to show the place of 
deposit, or any other disposition made of them. • 

39. Structure. — The Securities Ledger may be either a 
loose-leaf volume or a bound one, as best suits the needs of 
the firm. Usually the loose-leaf form is used ; for the holdings 
of a firm doing much business are of many different kinds of 
securities and the volume of any one security held so fluctuates 
that it is often necessary to allot more than one page to a single 
security, and this can be easily done with a loose-leaf volume. 

All certificates of the same kind of stock are listed under 
one head ; thus, if a broker had one or one hundred different 
certificates of stock of the U. S. Steel Corporation, these cer- 
tificates would all be listed under the heading of U. S. Steel, on 
the U. S. Steel sheet. 

On the left-hand side of the Ledger sheet are recorded: 
(1) the holdings of the customers, or (2) stocks borrowed 
from some other broker to make a delivery on a short sale. 
The following data are recorded : 

1. Date received. 

2. Number of shares received. 
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3. By whom owned. 

4. In case of borrowed 
stock, for whose account bor- 
rowed. 

5. From whom borrowed. 
On the right-hand side are 

shown the securities which are 
short or those that .can be 
loaned in the street, or those 
which are on deposit either in 
the vault, as collateral for a 
loan at the bank, or at the trans- 
fer office. The data recorded 
are as follows: 

1. Date. 

2. Number of shares. 

3. To whom loaned, if 
loaned. 

4. For whose account short. 

5. Place of deposit. 

40. Manner of Use. 

Since the Securities Ledger is 
one of the records of the 
cashier's - department, it is kept 
under his supervision, if not by 
himself directly, and from it he 
is able to check the securities 
for which his firm is respon- 
sible. When a stock certificate 
enters the cashier's hands, it is , 
recorded in this Stock Record. 

41. Example of Use. 

A page of the Securities Ledger 
showing the record kept of 
U. S. Steel stock is illustrated 
in Fig. 10. This shows that the 
U. S. Steel purchased by Mr. 
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Fordham was received July 2, 1919, and that it was loaned to 
T. M. Ford, another broker. It also shows that on July 3, 
W. T. Appel sold short 300 shares of Steel, and that to make a 
delivery for him his broker borrowed 300 shares of Steel from 
T. M. Ford. The manner of entering these transactions is 
clearly shown. 



STOCKS BORROWED AND LOANED BOOK 

42. Function. — The function of the Stocks Borrowed 
and Lx)aned Book is to provide a record of all 'stocks borrowed 
and loaned. Such a record is necessary in order that the broker 
may at all times know how he stands in regard to stocks that 
he has borrowed or loaned. 

43. Structure. — This record is either a bound volume or 
a loose-leaf one, the bound volume being usually preferred. 
The record is divided into two parts, namely, the Borrowed 
and the Loaned sections, and columns for recording the follow- 
ing data are provided : 

On the Borrowed section are recorded : 

1. Date of borrowing. 

2. Number of shares borrowed. 

3. Description of securities. 

4. From whom borrowed. 

5. Price at which the securities were borrowed. (Price 
used is either the Clearing !House price for that day or the 
market price at the time of borrowing.) 

6. Rate of interest, and any changes in the interest rate as 
shown by the money market, together with the number of days 
the stock is borrowed. 

7. The date of return. 

On the Loaned section, the data recorded are : 

1. Date of loaning. 

2. Number of shares loaned. 
' 3. Description of securities. 

4. To whom loaned. 

5. Price at which stock was loaned. 



Digitized by 



Google 



§33 



ACCOUNTING METHODS 



33 




6. Rates of interest and 
number of days the stock was 
loaned. 

7. Date of return. 

44. Manner of Check- 
ing. — To provide a check upon 
this record one need only com- 
pare the stock listed in it with 
the Securities Ledger in order 
to verify the stock entry; 
whereas, the price entries are 
checked by comparing them 
with the entries ia the Stock 
Borrowed and Loaned Account 
in the General Ledger. 

45. Example of Use. 

By reference to the Loaned 
Stock section as shown in 
Fig. 11, it will be seen that 
Broker Jones, the owner of this 
book, loaned to T. M. Ford, on 
July 2, 100 shares of U. S. Steel 
at the Clearing House price of 
$99 per share. For this stock 
T. M. Ford gave Broker Jones 
a check, which represented the 
value, at Clearing House price, 
of the stock borrowed by him. 
For the use of this money, 
Broker Jones paid T. M. Ford 
interest at the rate of 4 per cent, 
from July 2 to 5, and 4J per 
cent, from July 5 to 6 when the 
loaned stock was returned to 
Broker Jones. Broker Jones 
returned the check to J. M. 
Ford, plus interest. 
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The check mark (V) i^ the 
column headed 6 indicates that 
the interest, 4^ jper cent., (col- 
umn 5) was in force to and in- 
cluding the 6th, at which time 
Broker Jones returned the 
check to T. M. Ford, plus in- 
terest at the rates shown. 

This explanation should 
make clear also the entries in 
the Borrowed Stock section, as 
shown in Fig. 12. To be able 
to understand and interpret 
these data, the main thing to be 
remembered is that when 
Broker A loans Broker B stock, 
then Broker B pays to Broker A 
a check for its market value. 
Then Broker A pays interest 
for the use of thisjnoney at the 
rates indicated. 



MONEY BORROWED 
AND LOANED BOOK 

46. Function. — The 

Money Borrowed and Loaned 
Book is used to record all the 
essential data regarding the 
money borrowed and loaned by 
a broker for his customers. 

Just as a broker is able to 
borrow stock in order to pro- 
vide for the delivery of securi- 
ties which a customer has sold 
short, or to loan his surplus 
securities which are not needed 
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for delivery, so also is he able to borrow money from banks by 
depositing securities as collateral. One broker may also bor- 
row from another broker. On the other hand, should the 
broker have excess funds, he may loan them to other brokers 
in the street. Therefore, to record these acts a Money 
Borrowed and Loaned Book is used. 

47. Structure. — The record has two parts, the Money 
Borrowed and the Money Loaned sections. In the Borrowed 
section are recorded the following facts : - 

1. Date of borrowing. 

2. Amount borrowed. 

3. Collateral deposited. 

4. Substitutions in collateral from time to time. 

5. From whom borrowed. 

6. Rates of interest and duration of loan. 

7. Date of payment. 

Hi the Loaned section are recorded : 

1. Date of loan. 

2. Amount of loan. 

3. Collateral deposited. 

4. Substitutions in collateral. 

5. To whom loaned. 

6. Rates of interest and duration of loan. 

7. Date of payment. 

48. Manner of Checking. — Since it is readily seen that 
only the securities listed on the Borrowed side of this record, 
as collateral for a loan to the owner of this book, are the securi- 
ties controlled or owned by him, it follows that they should 
appear in the Securities Ledger as well, therefore the two 
records may be compared. 

To check the money values listed in the Money Borrowed 
and Loaned Book, reference should be made to the Loan 
Account in the General Ledger to check items appearing in the 
Loaned section, whereas the items listed in the Borrowed 
section should be checked with the items as shown in the 
Sundry Debits account in the General Ledger. 
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49. Example of Use. 

The method of recording money 
loaned is illustrated in Fig. 13, 
which represents a page from 
the Money Loaned section. 
When a broker loans money, 
the one borrowing the money 
furnishes collateral for the loan. 
The data recorded are shown in 
the form. In this case, the 
broker who owns the record 
has loaned $20,000, and for 
that loan W. T. Hyde has de- 
posited collateral, at first con- 
sisting of 500 shares of Chile 
Copper with a market value of 
$30 a share and 300 shares of 
Sugar with a market value of. 
$50 a share. Later on, W. T. 
Hyde makes a substitution in 
that collateral. He withdraws 
the 500 shares of Chile Copper 
and substitutes 600 shares of 
Smelters worth $25 a share on 
the market. When one figures 
the market value of the securi- 
ties deposited as collateral, as 
against the loan of $20,000, it is 
readily seen that a wide margin 
is put up by the borrowing 
broker, W. T. Hyde. 

The loan was made on July 
8, 1919, at an interest rate of 
4 per cent., and this rate was 
continued till the 28th of the 
month, when it was changed to 
4i per cent., which held till the 
30th, when the loan of $20,000 
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was returned by W. T. Hyde 
and his collateral was returned 
to him. W. T. Hyde also paid 
his interest charges when the 
principal was returned. 

With this explanation -it 
should be clear just how the 
entries are made on the Money 
Borrowed sheet, Fig. 14, which 
records the money borrowed by 
the broker who owns this rec- 
ord. In this case it is seen that 
this broker has borrowed 
$40,000 from the Manhattan 
Company and has deposited 
securities as collateral, with 
the interest rates changing as 
before. The loan was paid on 
the 29th of the month. 



STOCK TRANSFER 
REGISTER 

50. Use. — As it frequently 
becomes necessary to transfer 
a certain block of stock from 
one holder's name to that of 
another, it is necessary to pro- 
vide a record of such stocks as 
may be sent to the transfer 
office in order that none may be 
lost through the operation. 
Therefore, the Stock Transfer 
Register has come into use. 

In this are recorded all 
stocks deposited with the trans- 
fer office. By reference to the 
form, as shown in Fig. 15, it 
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will be seen that columns are 
provided for recording the im- 
portant data regarding the 
stock deposited, such as : 

1. Date of deposit. 

2. Number of shares de- 
posited. 

3. A description of such 
shares. 

4. In whose name, or from 
whom transferred. 

5. Certificate number. 

6. Date of withdrawal. 

7. For whom withdrawn 
(to whom transferred). 

8. New certificate number. 

51. Reason for Trans- 

^ f er. — Whenever dividends are 

2 due on stock certificates, the 
^ . . . . 

dividends will naturally be paid 

to the last-recorded holders as 
shown on the books of the cor- 
poration or company whose 
stock these certificates repre- 
sent. Therefore, it is good 
policy to have a stock certificate 
recorded under the name of 
the present owner, especially 
when a dividend is due. 

In this connection it is well 
to know that the usual custom 
in the street is for the broker 
to charge ^ of 1 per cent, for 
the collection of dividends on 
certificates held for customers, 
and 1 per cent, on all coupons 
collected. 
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52. Example of Use. — Fig. 15 show^ the entries 
made in the Stock Transfer Register in connection with the 
transfer of the 100 shares of U. S. Steel, which Mr. Fordham 
bought, from the name of the previous owner to his own 
name. 

The headings for each column, with the exception of "In 
whose name,'' require no further discussion. The column "In 
whose name" is used to record the previous owner's name as 
appeared on the stock certificate when that certificate was 
delivered to the transfer office. 



VAULT LIST 

53« Function. — The Vault List, as used in the broker- 
age house, is a form for recording the securities that are 
deposited in the safe-deposit vault, in order that the broker or 
his clerks may readily know, by reference to it, just what 
securities are on hand. 

54. What It Records. — This record provides a place 
for recording the following data regarding securities in the 
vault : 

1. Date of deposit. 

2. Number of shares. 

3. Kind of securities. 

4. Name of owner. 

When a certificate is taken out of the vault the following 
data are recorded : 

1. Date of withdrawal. 

2. Number of shares withdrawn. 

3. Kind of securities withdrawn. 

4. Purpose of withdrawal. 

This record may be verified by checking it with the Securi- 
ties Ledger. 

55. Example of Use. — The form of the Vault List is 
shown in Fig. '16. If it be assumed that the securities, as 
recorded in the form shown, were actually deposited and with- 
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drawn, an idea of the manner of handling this record will be 
had. 

The first entry records the fact that on the third of July, 
100 shares of Anaconda Copper, belonging to F. H. Towne, 




Fig. 16 



were deposited in the vault, and on the sixth of July 100 shares 
of Anaconda which belonged to F. H. Towne were taken out 
because of a sale. 



PRIVATE LEDGER 

56. Use. — ^Whatever is true regarding the use of the 

private ledger in a mercantile concern is equally true regard- 
ing its use in Wall Street. 

The Private Ledger is used to segregate a few accounts from 
those kept in the General Ledger, and to complete a trial bal- 
ance or to make a Balance Sheet correct, the balances from the 
Private Ledger must be used. 

The Private Ledger is used in order to keep a knowledge of 
the income of the concern, the capital accounts of the partners, 
and other important business accounts, from being known to 
all who may have access to the books of the office. The man- 
ner of handling the accounts recorded in it is the same as for 
handling any other ledger account. 

The Private Ledger would contain the accounts from which 
the true profit and loss would be known, and what accounts 
are included therein would be determined by the firm. 
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The ruling and arrangement are the same as in any other 
ledger. 

A control account for this ledger would be kept in the Gen- 
eral Ledger. 



GENERAL. LEDGER 

57. Use. — Where the ledgers already explained are used, 
the General Ledger of a Wall Street firm contains the asset 
and liability accounts and the general nominal accounts. In 
short, it contains all the accounts not kept in the Customers' or 
the Private ledger, as well as controlling accounts for these 
ledgers. 

58. Structure. — ^Where a Customers' and a Private 
ledger are used, the General Ledger is usually a bound volume. 
Its ruling and arrangement is that of the usual ledger sheet 
with the standard ruling. 



CLOSING THE BOOKS 

59. Procedure. — At certain periods of the year the 
broker's books are closed in the same manner as are the books 
in a mercantile\ concern. The balances from the income 
accounts in the General Ledger, along with the expense 
accounts, are posted to the customary temporary account 
called Profit and Loss Account. The final balance of this 
account will then represent the net profit or net loss to be 
debited or credited to the proprietor's account. 



PROFIT AND LOSS STATEMENT 

60. The form of Profit and Loss, or Net Income, State- 
ment is given herewith. In preparing this statement, the first 
step is to find the operating income; from this is subtracted 
the operating expense, and the remainder will be the net oper- 
ating income. The net operating income having been found, it 
is extended to the third column. 
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Profit and Loss, or Net Income, Statement 
1. Operating Income : 

Commissions 

2." Less Operating Expense: 

General office expenses 

Administration expenses 

Branch office operating expense 

Salesmen's salaries and expenses 

3. Total operating expense * 

4. Net operating income 

5. Additional Income:. 

Interest on customers' accounts 

Interest on notes receivable 

Interest on stocks borrowed 

Premiums on stocks loaned 

Interest on bonds held for investment 

Dividends on stocks held for investment 

6. Total additional income 

• 7. Less Additional Expense: 

Interest on stock loans, equivalent to 

money borrowed 

Interest on money borrowed 

Interest on notes payable 

8. Total additional expense 

9. Net additional income 

10. Net income from all sources 

The next step is to find the total additional income; then 
from that subtract the total additional expense, and the remain- 
der is the net additional income. Then to find the net income 
from all sources, add the net operating income and the net addi- 
tional income, and the result will be the net income from all 
sources. 

The headings as given in the statement show just what ele- 
ments enter into the preparation of a Profit and Loss, or 
Income, Statement for a Wall Street house. The data for 
making up this statement will be obtained from the General and 
also the Private Ledger, for it will be recalled that the Cus- 
tomers' Ledger is used to record the customers' accounts only, 
therefore they cannot represent any of the nominal or pro- 
prietorship accounts. Also, it is to be remembered that the 
profit or loss for a given period is determined by subtracting 
from the total income the total expense of that period; the 
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result represents the net profit, or income, or loss, from all 
sources for that period. With the exception of possibly the 
subcaption, Interest on Stocks Borrowed, under Additional 
Income, the subheadings should be easily understood. 

Some might wonder how stock that is borrowed can net an 
income to the borrower. The reason is, as has been explained 
before, that whenever stock is borrowed, a cash value is 
exchanged. Naturally, the broker loaning the stock has the 
use of additional capital, so he pays interest for the use of that 
money at an agreed rate, therefore the broker loaning the stock 
receives cash from the broker borrowing and for the use of 
this additional capital the broker loaning the stock pays the 
broker borrowing the stock a certain interest rate for the use 
of his money. Hence stocks borrowed are a source of interest. 



PREPARATION OF THB BALANCB SHBBT 

61. What the Balance Sheet Shows. — The Balance 
Sheet is usually said to show facts regarding the accounts as 
they stand ; but in any case it is only an approximation, for no 
firm with a definite amount of capital invested in sundry ven- 
tures, or risks, can with any certainty say just what their true 
net worth is at any time, until all accounts outstanding are 
closed and the business engaged in has come to an end. In 
Wall Street this is especially true ; for the broker is more or 
less liable to loss on his customers' accounts, because of the 
fluctuations in the market value of securities. Therefore, we 
may say that the Balance Sheet shows an approximation to 
the net worth of the firm. 

62. Manner of Preparation. — As in the preparation of 
a balance sheet for a firm engaged in any other business, the 
first step is to prepare a Trial Balance, which comprehends a 
summary of the debits and credits, taken from the books of 
account, namely : 

1. Customers' Ledger — For position of customers' accounts 
as to Dr. or Cr. balances. 
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2. Private Ledger — For position of capital accounts and 
income. 

3. General Ledger — For position of nominal accounts. 

63. Form of Balance Sheet. — The summary obtained 
as described will enable the accountant to subdivide the data so 



Balance Sheet 



Assets 

1. Capital Assets : 

Value of Exchange seats 
Value of securities held 

on investment' 
Furniture and fixtures 

2. Current Assets: 

Cash 

Accounts receivable 
Notes receivable 
Stocks borrowed 
Accrued interest receiv- 
able 

3. Suspense Debits to Income : 

Exchange dues paid in 
advance 

Rent paid in advance 

Insurance paid in ad- 
vance 

Advertising paid in ad- 
vance 

Other asset items that 
will be charged off to 
expense at some later 
date 

4. Total Assets 



. * Liabilities 

1. Current Liabilities: 

Stock loans 
Accounts payable 
Accrued interest payable 
Accrued salaries payable 

2. Total Liabilities 

3. Net Resources, represented 
by: 

Proprietor's capital ac- 
count 
Reserves set aside 
Undivided profit 



4. Total Liabilities and Re- 
sources : 



Fig. 17 



gathered into the assets and liabilities, and the Balance Sheet 
will appear as shown in Fig. 17. 



EXPLANATION OF ITEMS 

64. Assets. — In the column of assets there are only two 
items that demand explanation, for they are somewhat differ- 
ent from items handled thus far, namely : 
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1. Stocks Borrowed: Naturally one would expect such an 
item to be a liability. However, it is not, because for every 
stock borrowed there is a che<?k for its market value given to 
the loaning broker by the broker borrowing, thus making the 
item an asset. Should the stocks borrowed be returned, then 
he would have an asset in cash of equal value ; for the market 
value would be given for its return. Thus, if Broker A bor- 
rows from Broker B stock worth $500 on the Exchange, 
Broker A gives Broker B a check for $500 in exchange for 
the stock borrowed. Then, when Broker A returns that stock 
to Broker B, Broker A receives from Broker B the check for 
$500, or the then present market value of the stock. So bor- 
rowed stock is in reality an asset. 

2. Accrued Interest Receivable: This item refers to inter- 
est items on loans due the broker from outside sources around 
the street, and all other sources such as loans to customers on 
their accounts. 

65. Liabilities. — Under the heading of liabilities it will 
be noticed that the liabilities are all of a current nature ; that is, 
they have an early due date. The other items listed are suffi- 
ciently clear to be understood without further elaboration. 

66. Net Resources. — To determine the net resources of 
the firm, subtract the total liabilities from the total assets. The 
net resources include : 

1. Investment of the proprietors. 

2. Reserves set aside. , 

3. Profit remaining for distribution among the proprietors. 



AUDIT OF A BROKERAGE FIRM'S BOOKS 



PURPOSE AND OBJECTS 

67. Purpose. — The purpose of an audit of the books of a 
brokerage firm is the same as that for an audit of any other 
concern in any other business; namely, to find out the actual 
financial position and earnings or losses of that particular firm, 
in order that the proprietors, bankers, and executives may have 
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a true knowledge of these conditions as shown by the records 
of the firm. 

68. Objects. — An audit consists of an examination of the 
accounts in the Customers', Private, and General ledgers, and 
all vouchers and other records, along with statements of the 
business. , 

Its objects are as follows : 

1. To analyze and verify the income and operating expenses 
for a certain period. 

2. To prepare a certified balance sheet, which shows the 
true condition of the firm at the time of the audit. 

3. To prepare a statement comparing the operating data for 
a period of years. 

4. To ascertain whether the books have been kept cor- 
rectly, by means of an examination for the detection of errors. 

In order correctly to interpret the work of others in this case, 
it is necessary for the auditor not only to be. a person with a 
thorough working knowledge of accountancy, but he must have 
a working knowledge of the accounting system as followed in 
Wall Street. 

Just as in any other business, an audit provides a benefit, 
first, to the proprietors, because it assures them that the books 
are being correctly kept; second, to the executives, in that it 
assures them of their eflfectrve supervision; third, to the 
bookkeepers and clerks, in that it assures them that their 
work is being correctly done and relieves them of any sus- 
picion which might come upon them. 



CONDUCTING THE AUDIT 

69. Plan of the Audit. — Since no definite rule can be 
given as to the conduct of an audit, it is left wholly to the 
auditor to provide his own plan of procedure ; but the experi- 
enced auditor usually has a plan, which he may change as con- 
ditions demand. He should be provided with a list of the books 
used, as well as definite information as to which are the prin- 
cipal and which are the subsidiary books. He should also be 
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provided with the names of those persons empowered to 
receive and pay out cash. 

The extent of the audit will be determined by the agreement 
entered into between the auditor and his client. 

70. Verification of Cash Accounts. — Naturally, the 
initial step in the audit consists in auditing the cash account. 
The cash on hand plus the bank balances should equal the cash 
balance as shown by the cash account. 

To verify cash disbursements, as recorded in the cash 
account, the entries are checked with the returned vouchers. 

To verify the cash receipts, they are checked with the bank 
deposits, as recorded in the bank pass book. To check each 
individual entry in either case, the cash entry is checked with 
the ledger account affected. 

71. Verification of the Other Accounts. — Since the 
Blotters used in a brokerage business partake of the nature 
of a journal as well as of a cash book, they constitute the record 
from which all posting is done to any of the ledgers in use; 
therefore, to verify any entry to any account in the ledgers, 
recourse should 'always be had to the Blotters. Sometimes the 
checking is done from the Blotter to the ledger, but frequently 
the checking is done from the ledger to the Blotters. 

Since the Clearing House Blotter records transactions in 
Clearing House stocks, it will only serve as a check upon entries 
recording Clearing House stocks of 100-share lots or multiples 
thereof. 

Since the Ex-Clearing House Blotter records all transactions 
in Clearing House stocks of less than 100 shares, also all other 
stocks or bonds, as well as all cash receipts or disbursements, it , 
naturally follows that this record prgvides the supporting data 
for entries of this kind in the ledger accounts. 

As the entries in the ledgers are checked they should be 
marked with a distinguishing mark, and when the checking is 
completed the open items not checked should be specially looked 
up. The footings of the several accounts should be proved. 

72. Verifying Assets and Liabilities. — All assets 
and liabilities as set forth in the Balance Sheet should agree 
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with the ledger accounts ; and it is up to the auditor to see that 
they are neither overestimated nor undervalued and that they 
are actually existing. The auditor should personally examine 
the securities held either for investment or for customers' 
accounts, also all commercial paper and the like. At all times 
the auditor must see that all assets and liabilities are included. 
Such items as invoices and unpaid bills very often are on file 
in the office, but not entered in the proper accounts ; then, too, 
certain contingent liabilities, that is, uncertain liabilities, such 
as discounted notes receivable at the bank, disputed claims, and 
such items, are not incorporated in the Balance Sheet. Should 
this be true, the auditor should see that they find their way into 
the Balance Sheet. 

73. Verifying Income and Expenses. — By turning 
back to the form showing the Income Statement, Art. 60, the 
sources from which income and expense items come are readily 
seen ; knowing these, it will not be difficult to check those items 
of income and expense. These items should receive careful 
attention, and the various amounts should be carefully checked 
to see that the profits are not overstated, also -that the expense 
items are all included, along with the income items, in order 
that a true statement of profit and loss may be obtained. 



THE CLEARING HOUSE 

74. Two Functions. — The Clearing House for the New 
York Stock Exchange may be said to be composed of two 
departments; namely, the Distributing Department and the 
Auditing Department. 

75. The Distributing Department. — The Distribut- 
ing Department is the department that arranges for the 
exchange of receive tickets and deliver tickets, whereon are 
recorded the data regarding the transactions entered into by 
the two contracting parties. This department is the medium 
through which comparisons of sales data are made. 

76. Manner of Operation. — ^To make plain the method 
of procedure, the routine connected with the business of 
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Ross & Doun as shown by their 
Clearing House Sheet, Fig. 18, 
will be explained. Such a sheet 
must be sent by the broker to 
the Clearing House not later 
than 7:00 p. m. of the day on 
which the business is trans- 
acted. 

The sheet shows on the Re- 
ceive side that Ross & Doun 
have bought from H. A. Do- 
barr 300 shares of Anaconda at 
69. When this information 
comes to the ticket clerk of 
Ross & Doun, he immediately 
makes out a receive ticket as 
shown in Fig. 19, and sends it 
to the Distributing Department 
of the Clearing House, where it 
is put into the box of H. A. 
Dobarr, from which it and 
other tickets are collected at 
frequent intervals by a clerk 
from Dobarr's. When Do- 
barr's clerk receives the ticket, 
he immediately compares it 
with the data that he has on the 
transaction. If the ticket is 
correct, he stamps it with his 
firm's stamp and retains it to be 
sent to the Clearing House later 
with his Clearing House Sheet. 
On the other hand, when Do- 
barr's ticket clerk received in- 
formation that the sale had been 
made, he immediately made out 
a Deliver ticket and sent it 
through the Distribution De- 
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partment to Ross & Doun, who compared it with their data, 
and, if it was correct, stamped it and kept it to be sent to the 



No. i?/^ Our UiM NumbM- / New York, 19 

Clearing House of the New York Stock Exchange 

RECEIVE FROM ^^rJ^..y - 



Fig. 19 



Clearing House with Ross & Doun's sheet that night. In this 
way the buying broker and the selling broker each have an 
opportunity to check up the other's memoranda of the sale. 



_ift_ 



No. Sf^ Our UiM Numbsr L New York, 

Clearing House of the New York Stock Exchange 

DELIVER n ri^r^^^y 

for account of the undersigned. ^^ ~T) Q\ 



(a) 



No. 3/^ Our UiM Numbsr 2: New York,- 



-19- 



Clearing House of the New York Stock Exchange 

DELIVER TO o^ ^ ^k.^. ^^ - 

3oO *han* ^7. <2^. <si^Cl^C^ g, / O O ^ 3 O, QQ Q 



for account of the undersigned. 



m oj tne unaersignea. ^^^"^^ jff\ 



(h) 

Fig. 20 

77. The JDeliver side of the sheet shows that Ross & Doun 
have bought from R. H. Goodby 400 shares of Anaconda at 
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641, and from D. T. Moore & Co. 300 shares of U. S. Steel 
at 100. 

In this case the ticket clerk sent out to each office, through 
the Clearing House, a deliver ticket. Fig. 20 (a) and (b), and 
he received in return a receive ticket from them ; the trade was 
compared in the manner described, and each broker retained 
the other's ticket until that night when he delivered his sheet at 
the Clearing House. 

78. Balancing: the Sheet for Stock. — ^The trades for 
the day having been written up from the tickets exchanged, 
the next thing to do is to balance the sheet for stock. As was 



CLEARING HOUSE OF Tli£ NEW YORK STOCK EXCHANGE 



DELIVER . 



TUB UNDCIUICNSD WILL UCLIfCK rOLLOWING BALANGE OT STOCB 
AT THE DBUVERY PRICK 



^a O 



^<^^fa/ :^?\zr^ 



< -^^f < If 



Jl ^7 



'^-^ 



DATB /"'"i? 



/ PC 



^ >3fa 



Fig. 21 

explained under balancing the Clearing House Blotter, all that 
IS necessary is to set one entry off against the other; for 
instance, referring to the Clearing House Sheet, if we set off 
the receive item of 300 Anaconda against the deliver item of 
400 Anaconda, it is readily seen that the balance to deliver is 
100 Anaconda; whereas, in the case of the entry of the 300 
U. S. Steel to deliver, there is no set-off for that, correspond- 
ingly, there is a balance to deliver of 300 U. S. Steel, as noted 
on the sheet. 

A stock balance ticket in the form shown in Fig. 21 is made 
out for each stock, the Deliver column being left blank to be 
filled in at the Clearing House. 
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79. Entering: the Stock Balances. — ^The stock bal- 
ances having been determined, they are entered on the Clears- 
ing House Sheet, as shown in Fig. 18. 

If there is a balance to deliver, as in this case, it is carried to 
the Receive side and entered as shown. The price entered in 
the price column is the Clearing House price, and the exten- 
sion is figured at that price. Should the balance be to receive, 
then it is correspondingly carried to the Delivt. side and entered 
in a similar manner, all cash entries in the price and amount 
columns being figured at the Clearing House settlement price. 

80. Balancing: for Cash. — To balance the sheet for 
cash, all that is necessary is to foot the amount columns after 
all stock balances have been entered completely. Should the 
receive footing be greater than the deliver footing, then a loss 
has been sustained, and a check must be sent to the Clearing 
House for the amount. However, should the deliver footing 
be the larger, then a gain has been registered, and a draft for 
the balance would be submitted to the Clearing House. This 
draft would be signed by one of the managers of that organiza- 
tion and returned about noon of the following day after the 
sheet has been sent to the Clearing House. 

Having balanced the sheet completely, and having satisfied 
himself that it is correct, the broker sends it to the Clearing 
House, along with the exchange tickets, stock balance tickets, 
and the check or draft, as the case may be. The sheet must be 
in the Clearing House by not later than 7 :00 p. m. of the day on 
which the business recorded was done. 

81. The Auditing: Department. — The sheet being 
received in the Clearing House, the first operation is that of 
checking the stock balance tickets with the stock balances as 
noted on the sheet. At the same time, the amount of the 
check or draft is checked with the cash balance as recorded on 
the sheet. 

. Clerks known as examiners then check all the extensions of 
the balances of the stocks and prove the amount columns for 
addition. While this is being done, the exchange tickets are 
taken and sorted so that all the tickets issued by any one broker 
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are in one box. Then every 
entry on the sheet is checked 
with these tickets, as to cash, 
kind of stock, and name of the 
broker to whom the stock was 
sold or from whom it was 
bought. 

While these other operations 
are going on, the balance tickets 
are entered on allotment sheets, 
which have the form shown in 
Fig. 22. As there shown, 
Ross & Doun have a stock bal- 
ance to deliver of 300 U. S. 
Steel, while H. I. Thomas has 
a stock balance of 200 U. S. 
Steel to receive and D. T. Jones 
a balance of 100 U. S. Steel to 
receive. Then from the allot- 
ment as shown, Ross & Doun 
will deliver to No. 1, on the re- 
ceive side, 200 U. S. Steel and 
to No. 2, 100 U. S. Steel and 
these allotments are entered on 
their balance ticket. 

On the following morning 
the balance tickets are returned 
to Ross & Doun, who proceed 
to deliver the stocks according 
to the memoranda there shown. 
Thus, according to the ticket 
shown in Fig. 21, they would 
deliver 200 shares of U. S. Steel 
to H. I. Thomas and 100 shares 
to D. T. Jones. 

From these operations as ex- 
plained, it is readily seen that 
through the Clearing House 
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operation the deliveries on transactions are cut down so that 
only balances are necessary to be delivered. 

It is also seen that consequently the checks for individual 
transactions are not necessary, for checks are used in payment 
for stock balances to receive only, thereby reducing the cer- 
tifications at the banks as well as reducing the amount of 
detail office work. 
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ACCOUNTS FOR STEAM ROADS 

(PART 1) 



INVESTMENT IN ROAD AND EQUIPMENT 



INTRODUCTION 

!• The capital stock and bonds of a company are generally 
issued for the purpose of constructing and eqtdpping the road 
and furnishing the working capital required until the revenues 
are sufficient to meet the expense of the operation. The expense 
and revenue resulting from a partial operation while a road is 
under construction must be included in the construction 
accoimts as provided by the classification. The amount of 
capital that may be issued for the purpose of construction is not 
limited by any federal law, neither is there any power granted 
to any federal body for the supervision or control of the issuing 
of capital by railroad companies. The cost per mile of line will 
vary greatly in accordance with the nature of the cotmtry 
traversed and the cost of labor and materials. 

2. Payment for Construction. — ^The procedure for 
constructing a railroad is not always the same. In some cases, 
the road is btult by a contracting party and is turned over to the 
railroad company ready for operation; the contracting party in 

COPYRIOHTKO BY INTERNATIONAL TKXTBOOK COMPANY. ALL RIOHTS RKSKRVED 
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this case may receive for the construction work stock and bonds 
issued by the raikoad company. Sometimes, companies issue 
stock and bonds and, by a cash payment, purchase a road built 
by some other company; in this case, if the original records of 
the cost of construction are not available, the entire amount 
of the purchase price is charged to an account, such as Cost of 
Road Purchased. Comparatively few of the larger railroad 
systems constructed the entire mileage owned or operated in the 
system. In most cases, the system is composed of many small 
roads that were consolidated and joined by connecting links. 
At present, many of the systems own or operate thousands of 
miles of road tinder one management. 

3. Some of the original small roads were constructed during 
a period when the methods of accotinting were not considered of 
such importance as at the present time, and as a consequence 
the recor4s of the original cost of construction were, in some 
cases, lost or kept in such a way that it is now impossible to 
classify the investment in accordance with the present classi- 
fications. Therefore, it is impossible to state with any degree 
of accuracy the amount of stock and bonds actually issued 
for the puipose of original construction. It is known that in 
many cases stock was given as a bonus with the bonds sold for 
construction purposes, and in other instances stock was issued 
free to promotors and the cost of construction was provided for 
by the issue of bonds. 

A fact that should receive very serious attention and be prop- 
erly considered is the market value of sectuities issued by the 
constructing company at the time and under conditions when 
the actual "construction work was performed. 

Some states have enacted laws granting a railroad commission 
the power of regulating the issue of the stocks and bonds of 
railroad companies. 

4. Construction and Equipment Accounts. — ^The con- 
struction and eqtdpment accoimts of a railroad are charged as 
follows: (1) Cost of the original construction of a new line; 
this is usually paid for by an issue of stocks and bonds. 
(2) Cost of new lines or extensions of the original line; such cost 
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may be paid for by an issue of stocks or bonds, or out of cash, 
or from special appropriations; such investments dtiring the 
year are included in the total investment. (3) Cost of additions 
and betterments to road and eqtdpment; this may be paid for 
from cash, special appropriations, or securities issued; invest- 
ments for additions and betterments are included in the total 
investment in the road and eqtdpment. 

The first work performed in the original construction of a 
railroad is the purchase of the right of way, grading, ptirchase 
and laying of ties, rails, etc., and the erection of btiildings and 
the purchase of equipment. Nearly all payments on account 
of expenditures for road and equipment are made by vouchers 
and the amounts are distributed to the respective accounts* 
through the voucher register. 

5. After the original construction of a road is finished and 
the road is tinned over to the operating company for operation, 
any expanse for construction work to extend the original road 
or to form a new line should be charged to the construction 
accoimts, and the amounts expended dtiring a year must be 
stated separately in the carrier's annual report. The total 
debit to each construction accotmt is added to the amount 
previously debited and a total for each accoimt is shown, as 
well as a total for the entire cost of the road. 



NEW INVESTMENT CLASSIFICATION 

6, On July 1, 1914, a n^w Classification of Investment of 
Road and Equipment of Steam Roads went into effect. In 
presenting this classification for use, the Interstate Commerce 
Commission issued the following introductory letter: 

To Accounting Officers of Steam Railways: 

This Classification of Investment in Road and Equipment supersedes 
the Classification of Expenditures for Road and Equipment, first revised 
issue, effective July 1, 1907, with the Supplement thereto, effective July 1, 
1908, and also the Classification of Expenditures for Additions and Better- 
ments, first revised is^ue, effective July 1, 1910. It also supersedes con- 
flicting instructions contained in Accounting Bulletin, No. 8. 
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4 ACCOUNTS FOR STEAM ROADS § 34 

The plan of merging the accounts of expenditures for additions and 
betterments with the accounts for investment in road and equipment 
provides that carrier's records shall be kept in such form that the expendi- 
tures for additions and betterments may be reported separately from those 
for original road, original equipment, and road extensions. 

Distinct accounts have been provided for the investment in several 
classes of buildings which, under the former Classification, were included 
in the account Miscellaneous Structiu'es. 

The general and special instructions contain a comprehensive statement 
of the principles underlying the Qassification, indicating generally the 
application of the accounting rules. The attention of accounting ofl&cers 
is called to the imp>ortance of reqtiiring all employes who are assigned to 
accounting work in connection with investment in road and equipment 
to familiarize themselves thoroughly with these instructions. 

In the preparation of the revision of the accounting rules contained in 
this and other Classifications for steam roads, which are concurrently 
issued, the Commission has had the cooperation of the Association of 
American Railway Accounting Officers, and of its Standing Committee on 
Corporate, Fiscal, and General Accounts. 

The Qassification, in tentative form, was presented for criticism and 
suggestions to the chief accounting officer of each railway and to the rail- 
way commissions of the several States. All suggestions received from such 
parties have been given careful consideration and many of them have 
been incorporated in the Classification as here issued. 



PRIMARY ACCOUNTS 

7. Division of Accounts. — ^The accounting system pre- 
scribed in this classification provides for three general classes of 
accounts— road, equipment, and general expenditures — each of 
which is subdivided into primary accounts as follows: 



Road 



1. 


Engineering 


11. 


2. 


Land for transportation pur- 


12. 




poses 


13. 


3. 


Grading 


14. 


4. 


Underground power tubes 




5. 


Tunnels and subways 


15. 


6. 


Bridges, trestles, and culverts 


16. 


7t 


Elevated structures 


17. 


8. 


Ties 


18. 


9. 


Rails 


19. 


10. 


Other track material 


20. 



Ballast 

Track laying and surfacing 

Right-of-way fences 

Snow and sand fences and 

snowsheds 
Crossings and signs 
Station and ofl&ce buildings 
Roadway buildings 
Water stations 
Fuel stations 
Shops and enginehouses 
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21. Grain elevators 36. Paving 

22. Storage warehouses 37. Roadway machines 

23. Wharves and docks 38. Roadway small tools 

24. Coal and ore wharves 39. Assessments for public im- 

25. Gas-producing plants provements 

26. Tel^raph and telephone lines 40. Revenues and operating ex- 

27. Signals and interlockers penses during construction 

28. Power dams, canals, a^d pipe 41. Cost of road piurchased 

lines 42. Reconstruction of road pur- 

29. Power-plant buildings chased 

30. Power-substation buildings 43. Other expenditures, road 

31. Power-transmission systems 44. Shop machinery 

32. Power-distribution sjrstems 45. Power-plant machinery 

33. Power-line poles and fixtures 46. Power-substation apparatus 

34. Underground conduits 47. Unapplied construction mate- 

35. Miscellaneous structures rial and supplies 

Equipment 

51. Steam locomotives 55. Motor equipment of cars 

52. Other locomotives 56. Floating equipment 

53. Freight-train cars , 57. Work equipment 

54. Passenger-train cars 58. Miscellaneous equipment 

General Expenditures 

71. Organization expenses 75. Taxes 

72. General officers and clerks 76. Interest during construction 

73. Law 77. Other expenditures, general 

74. Stationery and printing 

8. Handling of Primary Accounts. — The proper han- 
dling of these accounts is explained in the special instructions 
given in connection with each account and in fourteen para- 
graphs of general instructions as follows: 

Accounts for investment in road and equipment, items to 
be charged, basis of charges, cost of construction, excavated 
material, items to be credited, property retired and replaced, 
property retired and not replaced, equipment retired, land 
retired, adjustments for converted property, expenses in con- 
nection with additions and betterments, interpretation of item 
lists, submission of questions. 

A close study of each paragraph in the general instructions 
will bring out many important features. For example, the 
second paragraph deals with the construction of the original 
road and original equipment, also the construction of new road 
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6 ACCOUNTS FOR STEAM ROADS § 34 

that was in the original plan but the construction of which was 
deferred, as well as the purchase of the equipment for it. It 
also deals with fixed improvements, such as ttmnels, bridges, 
btdldings, earthworks, etc.; with additional facilities, such as 
additional eqtdpment, tracks, buildings, bridges, and other 
structures; and with betterments, which improve the existing 
facilities through the substitution of superior parts for inferior 
parts retired. While these are presented clearly, without close 
analysis they will be more or less confusing. 

9. Original Investments. — In the investment accoimts 
a distinction is made between original investments, additions, 
and betterments, and the records must be kept with sufficient 
care that expenditures for additions and betterments may be 
reported separately from those for original road, original 
equipment, and road extensions, and will show separately the 
expenditure imder each authorized addition and betterment. 

Original investment includes cost of'land, bridges, buildings, 
tunnels, earthworks, etc. provided and arranged for under the 
original plan for the construction of a new road or construction 
of extensions of existing main lines, additional branch lines, 
and extensions of existing branch lines. Also rolling stock, 
boats, highway vehicles, etc., when provided and arranged for 
under the original plan for the construction of a new road, are 
classed as original investment. Equipment purchased on 
accoimt of increased mileage of tracks is not classed as original 
investment but as additions. 

Original road and road extensions shall not be construed to 
include fixed improvements that imder the original plans for 
the roads or extensions it is proposed to substitute, at some time 
subsequent to the beginning of commercial operations, for the 
improvements originally installed and used for transportation 
operations, such as steel bridges substituted for trestles. 

10. Additions and Betterments. — Under the head of 
additions come also additional facilities, such as additional 
tracks, eqtdpment, buildings used in connection with transpor- 
tation, bridges, additions to buildings, extensions to tracks, 
additional ties laid in existing tracks, air brakes applied to cars 
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not previously thus equipped, etc. When the acquisition of 
equipment under the original plan is deferred, such eqtiipment, 
when acquired, shall be considered as additions. 

Betterments are improvements of existing facilities through 
the substitution of superior parts for inferior parts retired, such 
as the substitution of steel-tired wheels for cast wheels tinder 
rolling stock. The cost chargeable to betterments is the excess 
cost of new parts over the cost, at current prices, of new parts 
of the kind retired. 

II, When entering investment items, care should be taken 
not to include items showing investment in property not devoted 
to transportation, as such items appear in the balance sheet 
under the heading Miscellaneous Physical Property. 



PRIMARY ACCOUNTS REQUIRING SPECIAL STUDY 

12, Usually the name of a primary accotint will clearly 
indicate its use. There are primary accotints tuider each general 
accoimt, however, that require special study, for there may be 
items chargeable to them that at first it may be thought should 
be charged to some other account ; also, there may be some items 
that it would seem should be charged to them that by the general 
or special instructions of the classifications must be charged 
to another account. Under this general account, a few of the 
primary accounts requiring special study are the following: 

13, Account No. 1, Elngineerlng. — ^Account No. 1 
includes the pay and expenses of engineers, assistants, and clerks 
engaged in the survey and construction of new lines and exten- 
sions, and in making additions and betterments of the carrier's 
road, including wharves and docks. When, however, such 
employes are engaged in the maintenance of road their pay and 
expenses must be charged to operating expenses. If they are 
engaged in preliminary surveys, such expense must be carried 
in a suspense accotint until it is determined whether the work 
shall continue or not. If the work is continued, the preliminary 
expense must be transferred to the proper account for the work; 
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but if the plan is abandoned, this preliminary expense must be 
transferred to operating expenses, income, or profit and loss, 
as may be appropriate. As a result, the handling of pay and 
expenses in this department must oftentimes be distributed to 
other accotmts the same as in industrial cost accounting. 

14. Account No. 6, Bridges, Trestles, and Culverts. 

Account No. 6 includes the cost of substructures and super- 
structures that carry the tracks of the carrier over water courses, 
highways, and other railways. When, however, a bridge or 
trestle is converted, by filling, into an earth embankment, 
the value of the structure so used must be adjusted between this 
accotmt and accounts for grading, and operating expenses. 
Another peculiarity in connection with this account is that while 
the cost of bridges over under-grade crossings including the 
necessary piers and abutments for sustaining the bridges shall 
be charged to this account, the cost of under-grade roadways, 
paving on right of way, drainage systems, and retaining walls 
outside of the bridge abutments is to be charged to Accoimt 
No. 15, Crossings and Signs. 

15. Account No. 12, Track Laying and Surfacing. 

The cost of distributing, laying, and adjusting ties and other 
track materials used in construction of structures including 
repair tracks for the movement or storage of locomotives or 
cars is chargeable to Account No. 12, but not the cost of tracks 
for car floats or temporary tracks. The cost, however, of 
handling track material for repairs, both when such material is 
replaced in kind and when replaced with improved or heavier 
material, is chargeable to operating expenses. Therefore, 
repairs are to be paid for from revenue and not to be confused 
with construction costs. 

16. Account No. 16, Crossings and Signs. — To 

Accotmt No. 15 is charged the cost of constructing farm passes, 
highways, and other railway crossings across the carrier's right 
of way, except railways crossing at grade. The cost of bridges 
or trestles carrying tracks over roads, highways, or other 
railways is to be charged to Accotmt No. 6, Bridges, Trestles, 
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and Culverts. The cost df a bridge or other structure that 
carries farm passes, highways, or the tracks of another carrier 
over the accoimting carrier's tracks is to be included in this 
account. But it is necessary to notice that a bridge taking the 
accounting csurier's tracks over the tracks of another carrier 
is charged to bridges, while a bridge built by the accounting 
carrier to carry the tracks of another, over the accounting 
carrier's tracks is charged to the account. Crossings and Signs. 
The cost of shop and station over-grade foot-bridges and sub- 
ways not public highways are to be included in the cost of the 
building. 

17. Account No. 16, Station and Office Buildings. 

To Account No. 16 is charged the cost of station and office 
structiu*es, including the fixtures, furniture, etc. necessary first 
to equip the building for use. But buildings used^ exclusively 
in connection with the maintena^ice of way are to be charged to 
Account No. 17, Railway Buildings; and those used exclusively 
in connection with the maintenance of equipment are to be 
charged to Account No. 20, Shops and Engine Houses. 

The cost of grading and preparing grounds both before and 
after the construction of the station and office building, including 
the cost of sidewalks, driveways, etc., should be charged to the 
cost of the building, but the cost of restoring the grounds after 
addition and betterment work must be charged to the appro- 
priate operating expense account. The cost of permanent water 
rights should be included in the cost of the building. 

18« Account No. 23, Wharves and Docks. — ^Accoimt 
No. 23 includes wharves, docks, dry docks, slips, float bridges, 
and other landings including the dredging* and float bridge 
machinery, etc., except that the cost of coal and ore wharves 
and docks is charged to Account No. 24, Coal and Ore Wharves. 

The cost of the land on which wharves are built and the cost 
of riparian rights are not charged to this account but to Account 
No. 2, Land for Transportation Purposes. The cost of buildings 
located on the wharves is to be charged to the accoimts appropri- 
ate for the class of building. 
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10 ACCOUNTS FOR STEAM ROADS § 34 

19. Account No. 27, Signals and Interlockers. 

Account No. 27 includes the cost of interlocking and other signal 
apparatus for governing the movement of trains, including the 
towers and other btiildings in connection therewith. If, how- 
ever, the apparatus is located in a station btiilding, the entire 
cost of the btiilding should be included in Accotmt No. 16, Sta- 
tion and OflSce Btiildings. 

20. Account No. 32, Power Distribution Systems. 

Account No. 32 includes the cost of distribution systems, 
whether overhead, surface, or underground, for conveying low- 
tension electric power from producing plants or transformer 
stations to trains and cars, or for power, heat, light, or general 
purposes. 

The cost of distribution systems located in shop buildings, or 
station and oflSce buildings, should be included in the cost of the 
building.- The cost of distribution systems used exclusively 
for operating signals and interlockers shall be charged to Account 
No. 27, Signals and Interlockers. 

When the electric current generated or received is changed 
by means of converters, generator sets, or static transformers, 
that portion of the line or outside conductor system carrying 
current of other than the operating kind of voltage should be 
classed as transmission system, and all of its expense charged to 
Account No. 31, Power Transmission Systems; but when the 
electric current is generated or received and used substantially 
unchanged in voltage and kind, the line or outside conductor 
system shall be classed wholly as a distribution system. 

21. Account No. 36, Paving. — ^Account No. 36 is to be 

charged with the cost of paving about tracks in public highways 
through which the carrier^s tracks are laid. The cost of paving 
upon the carrier's lands within the grounds of buildings or other 
structures must be charged to the accounts provided for the 
.costs of those structures; and the cost of paving upon the car- 
rier's right of way at crossings must be charged to Account 
No. 15, Crossings and Signs. 

In the handling of the expense for paving is shown the thor- 
oughness with which the Commission has gone into detail in 
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the division of cx>sts in connection with the la3mig out of this 
classification. 

22. Account No. 45, Power-Plant Macliineiry. — ^The 
cost of machinery and other apparatus for generating power in 
power plants used for the operation of trains and cars, or for 
furnishing power, heat, and light for stations, shops, or general 
ptirposes, including the cost of special foundations and installa- 
tions, must be charged to Account No. 45. The cost of founda- 
tions other than those special to particular machines and other 
apparatus shall be included in the cost of the building and not in 
this accoimt. 

Power machinery installed in a shop as a part of the shop 
equipment must, however, be charged to Account No. 44, Shop 
Machinery. Power machinery and other apparatus installed 
in stations and oflSces solely for use there shall be included in 
Accotmt No. 16, Station and Office Buildings. Power machinery 
and apparatus in plants used solely for operating signals must be 
charged to Account No. 27, Signals and Interlockers. 



EQUIPMENT 

23» The several primary accounts under the general equip- 
ment account are designed to show the cost of the several classes 
of equipment owned by the carrier, or held imder equipment- 
trust agreements for purchase. The appropriate primary 
accotmt shall be charged with the cost of all equipment, the 
costs of additions, and the excess cost of betterments. The 
cost of removing the old appliances and applying the improve- 
ments shall be charged to operating expenses. 

The ledger value of each unit of equipment shall be credited 
to the appropriate equipment account when it is retired from 
service. The amotmt of this credit shall be concurrently 
charged as follows: 

The amount of the balance-sheet accrued depreciation account with 
respect to the equipment thus retired shall be charged to that account; 
the salvage recovered shall be charged to the materials and supplies account 
or elsewhere, according to the purpose for which used; the amount of 
depreciation prior to July 1, 1907, not previously written off or provided 
ILT 234—11 
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for, shall be charged to profit and loss; and the remainder shall be charged 
to the appropriate operating expense account for equipment retired. 
The cost of demolishing the equipment, if demolished by or for the carrier, 
shall be charged to the appropriate operating expense account for equip- 
ment retirements. 

When the cost of the renewals to be made to any unit of equipment 
will constitute the major portion of its value as renewed, the equipment, 
when taken out of service, shall be considered as retired and accounted 
for as provided in the preceding paragraph, and for the purpose of this 
classification the renewed equipment shall be considered an addition and 
the appraised cost thereof shall be included in the account appropriate for 
the cost of the equipment. In no case shall the charge for the renewed 
equipment exceed the cost (at current market prices of labor and material) 
of new equipment of similar type, equal capacity, and equal expectation 
of life in service, less a suitable allowance on account of the second-hand 
parts remaining therein. 

When an important addition and betterment project or the construction 
of new lines^ necessitates the purchase of equipment to be used exclusively 
therein, the cost of such equipment shall be included in the accounts 
representing the cost of the work, and no charge shall be made to operating 
expenses for depreciation on such equipment while the cost remains so 
charged. The amount realized from any subsequent sale, or the appraised 
value of the equipment retained after the completion of the special work 
for which it was purchased, shall be credited to the accounts charged with 
its cost. The appraised value of such equipment retained shall be debited 
to the appropriate primary account herein, and thereafter, for the purposes 
of accounting, such appraised value shall be considered as the cost of the 
equipment. 

When second-hand equipment acquired is in such physical condition 
that it is necessary to make extensive repairs to it to bring it up to the 
standard required by the carrier, the cost of such repairs shall be included 
in the account appropriate for the cost of the equipment. A compre- 
hensive statement of the amount estimated to be necessary to rebuild 
second-hand equipment in accordance with the above provision shall be 
furnished to the Commission as soon as the estimate is made. 



GENERAL EXPENDITURES 

24. The primary accounts of the general expenditures 
accoimt are designed to include expenditures made in connection 
with the acquisition and construction of original road and equip- 
ment, and with extensions, additions, and betterments, to road 
and equipment property, when such expenditures cannot prop- 
erly be included in any of the foregoing accoimts as a part of 
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the cost of any specific work. When assignable, such expen- 
ditiires shall be included in the cost of the property in ccmnection 
with which the expenditures occur. 

25» Account No. 71, Organization Expenses. 

Account No. 71 shall include all fees paid to governments for 
the privilege of incorporation, and oflSce'and other expenditures 
incident to organizing the corporation and putting it in readiness 
to do business; cost of preparing and distributing prospectuses; 
cost of soliciting subscriptions for stock; cash fees paid to 
promoters, and the actual cash value (at the time of the organiza- 
tion) of securities paid to promoters for their services in organiz- 
ing the enterprise; special counsel fees; cost of preparing and 
issuing certificates of stock; cost of procuring the necessary 
certificates from State authorities; and other like costs. The 
cost of soliciting for loans or for the sale of bonds or other 
evidences of indebtedness, however, shall be charged to the 
balance-sheet Account No. 725, Discotmt on Ftmded Debt. 

26. Account No. 76, Interest During Construction. 

The handling of Account No. 76 is so important that all that is 
said in the classification tmder this accotmt is given here. It is 
as follows: 

When any bonds, notes, or other evidences of indebtedness are sold, or 
any interest-bearing debt is incurred for acquisition and construction, of 
original road and equipment, extensions, additions, and betterments, the 
interest accruing on the part of the debt representing the cost of property 
chargeable to road and equipment accounts (less interest, if any, allowed 
by depositaries on unexpended balances) after such funds become avail- 
able for use and before the receipt or the completion or coming into service 
of the property so acquired shall be charged to this account. , 

When such securities are sold at a premium, the proportion of such 
premium assignable to the time between the date of the actual issuance 
of the securities and the time when the property acquired or the improve- 
ment made becomes available for service shall be credited to this account. 

This account shall also include such proportion of the discount and 
expense on funded debt issued for the acquisition of original road, original 
equipment, road extensions, additions, and betterments, as is equitably 
assignable to the period between the date of the actual issuance of securi- 
ties and the time when the property acquired or the improvement made 
becomes available for the service for which it is intended. The proportion 
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of discount and expense thus chargeable shall be determined by the ratio 
between the period prior to the completion or coming into service of the 
facilities or improvements acquired and the period of the entire life of 
the securities issued. 

. This account shall also include reasonable charges for interest during 
the construction period before the property becomes available for service, 
on the carrier's own funds expended for construction purposes. 

Note A. — Interest on bonds, notes, or other evidences of indebtedness accruing before 
the proceeds from the sale of the securities becomes available for use shall not be included 
in this account, nor shall there be included any interest accruing after the property with 
resi)ect to which the proceeds are expended is received or becomes available for use in 
connection with commercial service. 

Note B. — If any securities which have been issued or assumed by the carrier are sold 
or exchanged by or for the carrier for a consideration the actual money value of which at 
the time of such sale or exchange is less than the value of the securities at par and the 
accrued interest thereon, if any, the difference between the money value of the consideration 
received and the par value of the securities plus the accrued interest shall be deemed a 
discount. In no case (except as provided in the third and fourth paragraphs of this account) 
shall discounts be included as part of the cost of anything charged to any accotmt pre- 
scribed in this classification. 

Note C. — For definition of securities actually issued ^ see Note B, under general balance- 
sheet Account No. 755, Funded Debt Unmatured. 

Note D. — ^Whenever interest, premium, or discount assignable to the construction 
period is incurred in connection with an expenditure covered by some specific road and 
equipment account or accounts, such interest, premium, or discount sn£dl be charged 
directly to the specific account to which it is related. 



STUDY OF CLASSIFICATION 

27. Sent with this Instruction Paper is a copy of the Classi- 
fication of Investment in Road and Eqtiipnient of Steam Roads, 
effective Jiily 1, 1914. This pamphlet shoiild be studied as a 
part of this lesson, the same as if it were reprinted within the 
pages of tliis Instruction Paper. Study not only the general 
instructions but also the matter concerning each general and 
primary accoimt, paying close attention to the notes imder 
many of the accounts, as it is in these notes that the fine points 
are brought out. Analyze for yourself each account along the 
line of the few mentioned under the general headings in this 
Section. 

It is not necessary that any part of this classification be com- 
mitted to memory but it should be so thoroughly studied that 
the close association of the different accounts will be clearly 
imderstood as well as the nature of each in itself. * 

The Examination Questions that follow are to be answered 
from the information in the classification pamphlet. No diffi- 
culty will be encoimtered in doing so if the foregoing direc- 
tions are carefully followed. 
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ACCOUNTS FOR STEAM ROADS 

(PART 2) 



OPERATING REVENUES AND OPERATING 
EXPENSES 



PRELIMTNARY REMARKS 

1. The operating-expense accoimts cover all expenses 
resulting from the operation of the road and such expenses as are 
incident thereto and are not separable from the rail operations. 

On July 1, 1914, a new Classification of Operating Revenues ' 
and Operating Expenses of Steam Roads went into effect. In 
presenting this classification for use, the Interstate Commerce 
Commission issued the following introductory letter: 

To Accounting Officers of Steam Railways: 

This Classification of Operating Revenues and Operating Expenses 
supersedes the Classification of Operating Revenues, first issue, effective 
July 1, 1907, and the Supplement thereto, effective July 1, 1908; the 
Classification of Operating Expenses, third revised issue, effective July 1, 
1907, and the Supplement thereto, effective July 1, 1908; and the Classi- 
fication of Revenues and Expenses for Outside Operations, first issue, 
effective July 1, 1908. It also supersedes conflicting instructions contained 
in Accounting Bulletin No. 8. 

Accounts are provided in this classification for the revenues and expenses 
of operations which heretofore have been classed as auxiliary or outside 
operations. The purpose in merging these accounts has been to secure a 
statement of revenues and expenses in connection with the operation of 
all physical property, the cost of which is includible in the accounts for 
investment in road and equipment. 

COPYRIGHTED BY INTERNATIONAL TEXTBOOK COMPANY ALL RIGHTS RBSCRVEO 
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The accounts for maintenance of physical property have been arranged 
to correspond with those for the investment in such property. Depre- 
ciation accounts have been provided for the current depreciation of fixed 
improvements, although until further directed the recognition in operating 
expenses of current depreciation of fixed improvements is optional with the 
carrier. It is provided that organization and general administration 
expenses directly assignable to investments in stocks, bonds, and other 
securities shall be excluded from the accounts of this classification and 
included in Income Account No. 549, Maintenance of Investment Organi- 
zation. 

The general and special instructions contain a comprehensive statement 
of the principles tmderlying the classification, indicating generally the 
application of tiie accounting rules. The attention of accounting officers 
is called to the importance of requiring all employes who are assigned to 
accounting work in connection with operating revenues and operating 
expenses to familiarize themselves thoroughly with these instructions. 

In the preparation of the revision of the accounting rules contained in 
this and other classifications for steam roads, which are concurrently 
issued, the Conmiission has had the cooperation of the Association of 
American Railway Accounting Officers and of its Standing Committee on 
Corporate, Fiscal, and General Accounts. 

The classification, in tentative form, has been presented for criticism 

' and suggestions to the chief accounting officer of each railway and to the 

railway conmiissions of the several States. All suggestions received from 

such parties have been given careful consideration, and many of them have 

been incorporated in the classification as here issued. ■ 

2. This classification calls for the use of eight general 
accoiints which control primary accoimts as follows: 

Maintenance of way and structures, which is divided into 
seventy-nine primary accoimts. 

Maintenance of equipment, which is divided into- thirty- 
seven primary accoimts. 

Traffic, which is divided into nine primary accounts. 

Transportation, rail line, which is divided into fifty primary 
accotmts. 

Transportation, water-line, which is divided into three pri- 
mary accounts. 

Miscellaneous operations, which is divided into six primary 
accoimts. 

General, which is divided into twelve primary accoimts. _ 

Transportation for investment, credit, which is not sub- 
divided. 
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3. The handling of the accotmts in this classification is gov- 
erned by notes in comlection with the primary accoiints and 
by general and special instructions given separately in the pam- 
phlet. Under the special instructions are given the following, 
which are of special importance: 

Accounts for Operating Expenses. — ^The accounts prescribed for 
operating expenses are designed to show expenses of furnishing transpor- 
tation service, including the expenses of maintaining the plant used in 
the service. The accounting shall be as nearly as practicable upon the 
basis of accruals; however, the option is allowed the carrier of omitting 
charges to the accounts provided for the depreciation of fixed improve- 
ments and of including the depreciation (ledger value less salvage) of 
such property in the appropriate repair accounts at the time the property 
is converted or retired for replacement. 

Fioced improvements means structures which are fixed asj» location, such 
as timnels, bridges, buildings, earthworks, etc. 

Maintenance Expenses. — The accounts provided for maintenance of 
fixed improvements and of equipment are designed to show the cost of 
repairs and also the loss through depreciation of the property used in 
operations, including all such expenses resulting from ordinary wear and 
tear of service, exposure to the elements, inadequacy, obsolescence, or other 
depreciation, or from accident, fire, flood, or other casualty. 

The difference between the depreciation upon fixed improvements 
retired and replaced and the amount provided for through the depreciation 
accounts, shall be included in the repair accounts when the property is 
retired. Similar adjustments on account of equipment retired shall be 
included in the accounts for equipment retirements. (See classification 
of investment in road and equipment, general accotmt II, Equipment.) 

Distribution of Charges for Property Retired and Replaced. 
In case the amount chargeable as operating expenses for property retired 
and replaced, (as provided for in section 7 of-the general instructions for the 
classification of investment in road and equipment) is relatively large and 
its inclusion would seriously distort the expense accoimts for a single year, 
the carrier, if so authorized by the Commission, may charge the amount 
thereof to Balance-Sheet Account No. 726, Property Abandoned Charge- 
able to Operating Expenses, and distribute it thereafter, in accordance 
with the provisions of that account to the operating expenses of succeed- 
ing years. 

If so. authorized by the Commission, the carrier may charge to profit 
and loss any extraordinarily large item representing the cost of property 
retired and replaced, instead of charging such item to operating expenses. 
.The carrier shall file with the Commission a statement of the cost and a 
description of the property retired and the reasons which, in its judgment, 
indicate the propriety of charging the cost of such property to profit and loss. 
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Depreciation of Fixed Improvements. — Depreciation accounts, in 
which to include uniform monthly charges tp cover the depreciation of 
fixed improvements, have been provided for the purpose of creating 
reserves which will meet or reduce the amounts otherwise chargeable, as 
may be appropriate, to operating expense or to profit and loss accounts 
to cover property retired. Such depreciation charges shall be based in 
each instance upon the percentage of the original cost (estimated if not 
known), ledger value, or purchase price of the property determined to be 
equitable by the carrier's experience and best sources of information as 
to the actual current loss from depreciation. A statement of the bases 
used by the carrier for computing these charges shall be included in its 
annual report to the Commission. Until further directed, the use of 
depreciation accounts for fixed improvements is optional with the carrier. 

Equalization of Expenses. — ^For the piupose of equalizing the 
monthly charges for the repairs of fixed improvements and equipment, the 
carrier may include each month in the appropriate primary repair accounts 
a tmif orm proportion of the amount of authorized estimates of such expenses 
for the fiscal or calendar year. In a like mariner, the authorized estimates 
of expenses on account of personal injury or loss and damage liability, for 
stationery or printing, and for advertising may be equalized in the monthly 
accotmts for the fiscal or calendar year. If the carrier has been tuiable to 
carry out its program for repairs and does not adjust its accounts to con- 
form to the actual expenditures, it may carry forward the balances and 
treat them as provided in section 20, relating to balances in operating 
reserves. If, on account of claims for personal injury or loss and damage 
being imsettled at the close of the year, the accounts for such expenses are 
not adjusted, the balances carried forward in the operating reserve account 
shall be analyzed as also provided for in section 20 of these instructions. 

Charges for stationery and printing, and for advertising, for a fiscal or 
calendar year shall be adjusted to the actual expenses. 

Balances in Operating Reserves. — If, at the end of a fiscal year, 
balances remain in operating reserves, the carrier shall indicate in detail 
in a formal report to the Commission the amounts therein, and the con- 
ditions causing the carrying forward of such balances, except as to balances 
applicable to personal injury or loss and damage liability, for which balances 
the carrier shall preserve in its files the details upon which such estimates 
were based. Separate records shall be kept of the operating reserve 
accounts for each year. 
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DEPRECIATION 

4. The classification provides that monthly charges shall 
be made to operating expenses on account of depreciation of 
property and equipment. Even when property is kept in an 
apparently good state of repair, the constant use and time will 
slowly cause a condition when a complete new piece of property 
or eqiiipment will be necessary. To provide for such a con- 
dition, operating expenses are charged monthly with amounts 
based on a percentage foimd to be the average necessary to 
create a reserve that will equal the cost of the property or 
equipment during the average time such property or equipment 
will be good for the service of the company. 

Operating expenses are usually considered to be amounts 
paid from a company's cash on accotmt of labor, materials, etc. ; 
however, in the matter of depreciation, the amoimts charged 
to the operating expense accoimts do not affect the cash accoimt 
but are credited to a reserve accoimt in the general ledger, and 
the total of such reserve account is deducted from the cost of 
equipment or other property as entered on the credit side of the 
balance sheet. 

5. The equipment depreciation register, illustrated 
in Fig. 1, shows Kow a record is made of all equipment placed 
in service and the manner of arriving at the depreciation. The 
columns headed Date Placed in Service shows the time the equip- 
ment was placed in service ; the depreciation is charged from this 
date. The colimm headed No. of Cars or Locomotives shows 
the nimiber of each class placed in service at one time. In the 
column headed Class is entered the name of the class, as box, 
fiat, gondola, stock, etc. The colimm headed Original Cost 
shows the original cost of each car; the depreciation is figured 
on the basis of this amount. When equipment which is not 
new and which therefore already has a depreciated value is 
placed in service, its value is entered in the colimm headed Dep. 
Value. In the column headed Depreciation Ceases is entered 
the date when depreciation charges will cease; that is, the date 
when the amount charged for depreciation is equal to the original 
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cost of the equipment, after 
which no further deprecia- 
tion charges are to be made. 
In the column headed Date 
Destroyed, Sold, or Changed 
is entered the date when 
equipment is retired from 
service on account ot being 
destroyed, sold, or changed 
from one class to another, 
as the changing of a box car 
to a flat car, etc. The col- 
umn headed Amoimt of 
Depreciation is for the total 
amoimt of depreciation 
charged to operating ex- 
penses from the time the 
equipment was put in serv- 
ice to the time it was retired. 
The column headed Amount 
of Salvage is for amounts 
received from the sale of old 
or retired equipment or 
parts of il. When a car is 
retired from service, the 
sum of the amount charged 
to depreciation and the 
amount received for salvage 
is deducted from theoriginal 
cost and the difference is 
entered in the column 
headed Amount Chargeable 
to Expense. 

The equipment deprecia- 
tion register, therefore, con- 
stantly shows the value of 
the equipment in service, 
as the amount of cost of 
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old eqtdpment retired will be constantly deducted and the 
cost of any new eqiiipment will be added to the total. 

6. The entry in the eqtdpment depreciation register of 
Fig. 1 shows that a series of flat cars were placed in service 
Feb. 1, 1907, and the original cost of each of these cars was 
$653. One of the cars was retired from service on Nov. 1, 
1912, having been in the service for the period of 5 years and 
9 months. The company's records would show that the aver- 
age life of this class of cars is 25 years, and to charge depreciation 
with the fuU amoimt of the original cost in that time, a charge 
of 4 per cent, per annimi was made to operating expenses. 
This particular car was in the service only 5 years and 9 months, 
and at the rate of 4 per cent, per annum based on the original 
cost of $653, during that time $150.19 would have been charged 
to operating expenses on account of depreciation. When the 
car was retired from service it was sold for $424.99; this salvage 
and the amoimt of $150.19, the charge for depreciation, makes 
a total of $575.18 to be credited to the account as against the 
original cost of $653, and the difference of $77.82 is debited 
to the operating expenses as equipment retired in accordance 
with the classification. 

7. The handling of depreciation accounts in this way 
prevents an exceptionally large debit to operating expense 
accoimts at any particular time, but causes a gradual charge 
to such accotmts, and when equipment or other property on 
which depreciation has been accrued is retired from service 
the capital accotmts will reflect the true condition of the value 
of the road and other property, the cost of which has been 
charged to the road and equipment accounts. 

Operating expenses $25,000 

Depreciation reserve $25,000 

Entry made to debit operating expenses and to credit depreciation 

reserve accounts with one-twelfth of annual depreciation charge. 

Fig, 2 

As the operating expense accoimts are closed monthly, one- 
twelfth of the annual amoimt will be charged to the various 
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depreciation accotints under operating expense accotints each 
month, and the charges will cease when the equipment is 
retired or the charges equal the original cost. 

8. When the depreciation on all classes of equipment in serv- 
ice has been figured at the adopted rate basis for each class, 
the total amoimt of depreciation is debited to the operating 
expense accotmts and credited to the depreciation reserve 
account through a journal entry as shown in Fig. 2. 



OPERATING EXPENSES ON ACCOUNT OF WAGES 
PAID EMPLOYES 



GENERAL REMARKS 

9. A large part of the operating expense of a railroad 
results from the payment of wages to its employes. The pay- 
ment of wages constitutes a labor expense peculiar to each 
department of the railroad organization, which makes it neces- 
sary to charge the amoimt paid tb one employe to a different 
account than the amoimt paid to an employe in some other 
department. 

The cost of material and supplies used by a railroad are 
usually paid for by voucher. The vouchers are summarized 
in the voucher register and the amounts debited to the proper 
accounts. The totals of the primary account are summarized 
to one total, which is debited to the general account in the 
general ledger. 

The principle of the voucher system is also followed in the 
payment of the wages to employes, although pay rolls and 
checks are used for the detail woric. 

10, Some of the larger railroads find it convenient as well 
as necessary to keep the accounts of each division entirely 
separate, as if each division were a separate company. In this 
case there must be a division to show the amount to be charged 
to each division; this, in the case of a voucher, is shown on its 
face as well as the account to which the amount is to be charged. 
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Vouchers may be prepared by the various departments 
responsible for the expense and must be approved by the proper 
officers, but before the voucher is passed for payment to the 
payee it must be audited and approved by the auditor of 
disbursements or other accotmting officer. 



PAY BOLLS 

11. The term pay roll is applied to a sheet on which are 
entered the names of the employes, the time worked for the 
month, the rate of pay, and the amoimt of wages due for the 
month. 

The payment of the employes is a disbursement and must 
therefore be made only after the amounts have been properly 
audited and approved by the auditor of disbursements; how- 
ever, the time of the employes and the necessary detail for 
entry on the pay rolls are usually kept and the rolls made up 
in the office of the division superintendent, the division engineer, 
the master mechanic, or the head of any department having 
the direct charge or supervision of employes. 

The division superintendent, being in charge of the trans- 
portation service, in which the largest percentage of employes 
are engaged, will have expenses on account of the wages paid 
and chargeable to the operating expense accounts as follows: 
Superintendence, despatching trains, telegraph operators, 
station agents and employes, train masters, train conductors, 
brakemen, flagmen, etc. 

TIME REPORTS 

12. Station agents, division operators, and others report 
the time of employes in their departments on time books. 
These time books show the names of the employes and the 
position of each, and columns are provided for each day of 
the month, 4;he total number of days worked, the rate, and the 
amount due. When employes are paid at a monthly rate, 
their time is indicated by a figure 1 for each day of the month 
worked. When employes are paid by the hour the number 
of hours worked each day is entered in the coltimn showing 
the day of the month. 
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13. The time for trainmen is not kept in a time book but 
on a time card, which is made out for each train run. This 
card shows the date, the train and engine number, the point 
of starting and the time of leaving the point of destination and 
the time of arriving and the names of the engineer, fireman, 
conductor, flagman, and brakeman. 

If the run is completed within the time limit allowed foj- 
the train run for which the time card is made, no other time 
need be entered; Iput if the train is delayed and requires longer 
than the regular time allowance, the number of hours of over- 
time must be shown on the card and a detailed report made of 
each delay and the cause. These time cards are forwarded 
at the end of each run to the division superintendent's office, 
where the timekeeper enters the time on the pay rolls. 

14. Before the time reports from the agents, etc. reach 
the superintendent's office, the timekeeper has prepared the 
pay rolls from the previous month's rolls showing all the 
information such as the names of employes, etc., except the time 
worked for the current month. If any employes have left 
the service during the month their time will be shown as leav- 
ing the service, and on the next rolls the name is dropped and 
the names of new employes who were employed during the 
month will be added in their proper place on the rolls. 

The rolls for the following month are completed as soon as 
possible after the rolls for the current month have been for- 
warded to the auditor of disbursements. In this way the time 
of the trainmen may be entered on the rolls daily on receipt of 
the time cards for each run. 



PRBPABATION OF PAY BOLLS 

15. As soon as the names have been entered on the pay 
rolls, the time of the trainmen is entered daily as the time cards 
are received in the office. The time is entered for each day 
and the train runs are designated by letters that indicate the 
points .between which the two. was made. Before entering 
the time on the rolls, the time cards are checked against the 
train register sheets to see that the train has moved between 
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the points shown on the time card and that the time of departure 
and arrival are correct; this is very important when overtime 
is reported. 

On account of the different runs resulting in different rates 
of pay, and in cases where a flagman has also made time as a 
conductor or a brakemen made time as a flagman, in some cases 
considerable work will be required at the close of the month to 
compute the amount of yisiges due. 

Extra men are usually required to work on the pay rolls so 
that they may be prepared and forwarded to the auditor at 
the earliest possible date after the close of the month. The com- 
putations made by one man are checked by another in order to 
insure accuracy, and even after such care has been exercised 
errors will sometimes pass tumoticed until found by the auditor, 
who at once notifies the superintendent or other ofiicer. 

16, Deductions. — In cases where the company maintains 
a relief association for the benefit of employes to which they 
are required to contribute, the amount of such contribution 
is usually deducted from the amount of wages due the employe 
and is entered on the pay roll in a column provided for that 
purpose and the net amotmt of wages due the employe is then 
entered in the next colunMi. Other deductions are sometimes 
made on the pay rolls from the amount due employes, as, for 
instance, for the rent of company houses, etc. 

When all entries have been made and the amounts verified 
and totalled, the pay rolls are usually written with a tjrpewriter 
in triplicate, then signed by the ofiicers of the division, and 
forwarded to the auditor. 

17. Pay-RoU Reports. — ^A pay-roll report, or pay-roll 
summary, is necessary to show the distribution of the amounts 
to the primary expense accounts. ' This report is made by the 
timekeeper, as he is the only one who has the necessary informa- 
tion. The report has a coltimn for each primary operating 
transportation expense accoimt, and a coltimn is also provided 
for individuals and companies, so that amounts to be paid by 
some other individual or company are not entered in any of 
the operating expense columns but are entered in this column. 
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Thus, if the C. D. R. R. is to pay part of the expense of tele- 
graph operators between certain points on the A. B. R. R. 
for use of the tracks, the A. B. R. R. will make its pay rolls 
show the ftdl amount of wages due those operators but will 
charge its accoimt with only the portion of the wages it is to 
pay; the portion the C. D. R. R. is to pay will be entered in the 
column headed Individuals and Companies, and a bill will be 
made against the C. D. R. R. for the amoimt. 

If the first pay-roll sheet shows the names of only the super- 
intendent and his assistants and clerks, the total of the sheet 
will be entered in the column provided for the total and also in 
the coltmm headed Superintendence. If the second pay-roll 
sheet has the names of only the train despatchers and opera- 
tors, the total will be entered in the total column and also in 
the column headed Despatching Trains, which is the primary 
operating expense accoimt to which such wages should be 
charged. When a pay-roll sheet has entries chargeable to 
different accoimts, such amoimts must be segregated and each 
separate amount entered in the proper column in accordance 
with the classification of operating expenses. 

18. Division Cliarges. — In many cases, the pay rolls of a 
large railroad made by the division superintendent will include 
the wages paid to employes on a subdivision and which must be 
separated from the payments and charges of the main division. 
This is provided for by entering the segregated amounts in the 
proper space at the bottom of the summary sheet. 

The pay-roll report is made immediately after the pay rolls 
are finished and is forwarded to the auditor. 

19. Auditing of Pay Bolls. — ^As soon as the pay rolls 
are received in the auditor's office, the entries are verified as 
to the correctness of all computations and totals. If errors 
are fotmd, the officer in whose department the pay roll was 
made is immediately notified and requested to give correct 
information. When the pay rolls are approved and a check 
written for each employe shown on the rolls, the checks are 
verified with the amounts on the rolls and proved with a total, 
so that there will be no possibiUty of any error in the amount 
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paid out by the checks. . After this has been done the checks 
and the original of the pay rolls are returned to the superin- 
tendent, and the paymaster pays the employes. 

20. Accounting. — ^The amoimts charged to the primary 
operating expense accounts in the superintendent's ofl&ce, 
are used in the auditor's office in making a summary for the 
entire road, but they do not enter the accotmt in the general 
ledger. 

The principle of the voucher system again enters into the 
work. The check may* be considered as part of the voucher 
although it is separate. The accotmts entered in the general 
ledger are the general accounts showing the classification as 
transpcMtation expenses, traffic expenses, etc. 

A voucher will be made by the auditor for the purpose of 
making the journal entry, which will be made only for the total 
amount of the pay rolls of the transportation department, and 
the amotmt will be debited to the account of transportation 
expenses in the general ledger, except- that the amount charge- 
able to iadividuals and companies will be charged to that 
accoimt. 

21. It can be readily understood that inasmuch as the pay- 
ment of the wages shown on the pay rolls is made by a check 
and not in actual cash that the cash account cannot be credited 
with these amounts imtil the cash has been paid out; therefore, 
when the amotmts are debited to the transportation expense 
accotmt in the general ledger, they must be credited to a tempo- 
rary account, which becomes a suspense, or clearing, account. 
As soon as the banks pay the checks, the treasurer's cash accotmt 
is affected and the total of the checks paid must be credited to 
the treasurer's cash accoimt in the general ledger and debited to 
the temporary or suspense accoimt which had been previously 
credited. This temporary account will therefore be cleared 
as soon as all the pay-roll checks have been paid from the 
treastu'er's cash. Any unpaid wages must be credited to and 
remain in an open account as a Uability until finally paid or 
credited to the prpfit-and-loss account. 

I L T 234—12 
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A journal entry as shown in Fig, 3 will then be made from 
the auditor's voucher. 

The procediu'e is the same for the pay rolls of the different 
departments of a railroad. The total of the amoimts charged 

Transportation expenses $50,000 

Individuals and companies 5,000 

Wages due $55,000 

Entry made to charge various accounts and credit wages due account 
with the amount of pay-roll checks of transportation department 
for month of 

Pig. 3 

to the general expense accounts in the general ledger will form 
the total of the operating expenses, which is carried to the 
income accoimt and deducted from the operating revenue, 
resulting in the net revenue. 



STUDY OF CLASSIFICATION 

22. There is sent with this Instruction Paper a copy of the 
Classification of Operating Revenues and Operating Expenses of 
Steam Roads, effective on July 1, 1914. This Classification is 
furnished in the original form so that the student may become 
familiar with the actual pamphlets used in railroad work. This 
pamphlet should be carefully studied in connection with this 
Instruction Paper. The questions that follow are based on the 
information contained in the Classification pamphlet. 
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ACCOUNTS FOR STEAM ROADS 

(PART 3) 



INCOME, PROFIT- AND-LOSS, AND GENERAL 
BALANCE-SHEET ACCOUNTS 

1. On Jtdy 1, 1914, a new Classification of Income, Profit- 
and-Loss, and General Balance-Sheet Accounts for Steam 
Roads was made effective by the Interstate Commerce Com- 
mission.'* This classification is introduced by the ifollowing 
letter: 

To Accounting Officers of Steam Railways: 

This Classification of Income, Profit-and-Loss, and General Balance- 
Sheet Accounts supersedes the Form of Income and Profit and Loss State- 
ment for Steam Roads, first issue, effective July 1, 1912, and the Form of 
General Balance-Sheet Statement, first revised issue, effective June 15, 
1910. It also supersedes conflicting instructions in Accounting Bulletin 
No. 8. 

In Income, all of the revenues for operating physical property, the 
cost of which is includible in the accounts for investment in road and equip- 
ment, have been combined in one account, and correspondingly the expenses 
of operation have been combined. Separate accounts have been provided 
for the revenues from and the expenses of operating miscellaneous physical 
property. A distinct account has been provided in which to include such 
revenue from operations as has been determined to be uncollectible 
during the period for which the accounts are stated. Distinct accounts 
have been provided for rent from and rent for the several classes of 
equipment. 

In Profit and Loss, an account has been provided in which to show the 
amount of revenue overcharges which are determined to be unrefundable 
during the period for which the accounts are stated. An account is also 

COPYRiaHTKD BY INTKRNATIONAI. TKXTkOOK COMPANY. ALL RiaHTS RBSBRVBO 
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provided for donations from individuals and companies for the construc- 
tion 9r acquisition of property or for compensating the carrier for loss 
anticipated during the early period of operation. 

Balance-sheet asset accounts have been provided for improvements on 
leased railways property; and deposits in lieu of mortgaged property sold. 
Additional accounts have been provided ^in which to include demand 
deposits and time drafts and deposits, items which heretofore have been 
included as cash. The account Taxes Paid in Advance has been eliminated 
and provision made for showing in red the net amount of taxes paid over 
the amount of taxes accrued in an account under the caption of Tax 
Liability. A liability account has been provided for grants in aid of con- 
struction, and separate accounts have been provided for accrued depre- 
dation upon road, upon equipment, and upon miscellaneous physical 
property. 

In the preparation of the text of the accoimts and in the grouping of 
the accounts in the form of a general balance sheet, it has been primarily 
the purpose to provide for showing, in the group of accounts under the 
caption Current Assets, only items of available assets or of assets which 
there is a reasonable assurance will become available within a year from 
the date of the balance sheet. 

The general and special instructions contain a comprehensive statement 
of the principles underlying the classification, indicating generally the 
application of the accounting rules. The attention of accoimting ofl&cers 
is called to the importance of requiring all employes who are assigned to 
accounting work in connection with income, profit-and-loss, and general 
balance-sheet accounts to familiarize themselves thoroughly with these 
instructions. 

In the preparation of the revision of the accounting rules contained in 
this and other Classifications for steam roads, which are concurrently 
issued, the Conunission has had the cooperation of the Association of 
American Railway Accounting Ofl&cers, and its Standing Conmiittee on 
Corporate, Fiscal, and General Accounts. 

The Classification, in tentative form, has been presented for criticism 
and suggestions to the chief accounting ofl&cer of each railway and to the 
railway commissions of the several States. All suggestions received from 
such parties have been given careful consideration, and many of them have 
been incorporated in the Classification as here issued. 

2. Entries Composing Accounts. — Income accounts are 
those designed to show, as nearly as practicable, for each fiscal 
period, the total amount of money that a carrier becomes 
entitled to receive for services rendered, the returns accrued 
upon investments, the accrued costs paid or payable for the 
services rendered by it, the losses sustained by it, the amounts 
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accrued for taxes, for tise erf moneys, and for use of properties 
of others, and. the appropriations made from income during 
the period. The net balance of income (or loss) shall be car- 
ried to profit and loss. 

The carrier's records shall be kept with sufficient particularity 
to show fully the facts pertaining to all entries made in the 
accounts provided herein for income, . profit and loss, and the 
general balance sheet. Where the full information is not. 
recorded in the general books, the entries therein shall be sup- 
ported by other records in which the fuU details shall be shown. 
Such general book entries shall contain sufficient reference to 
the detail records to permit ready identification, and the detail 
rec6rds shall be filed in such manner as to be readily accessible 
for examination by representatives of the Interstate Commerce 
Commission. 

3, Title and Definition of Account. — ^When the title 
and definition of an income, profit-and-loss, or general balance- 
sheet accoimt clearly indicate that it is a simmiary of other 
accounts, it is not required that a special ledger accoimt shall 
be kept imder such a title to include the balances from the 
accotmts usually kept in the ledger, but in such case the titles 
of the subaccoimts in the ledger shall give references by nxmi- 
bers, titles, or both, to the income, profit-and-loss, or general 
balance-sheet accoimt prescribed herein of which they are 
subdivisions. 

4. Delayed Items. — ^When no provisions have been made 
through entries in the accounts of this classification for antici- 
pating delayed items chargeable or creditable to the income 
account, and the amount of any such item is relatively so large 
that its inclusion in the accounts for a single year will seriously 
distort those accounts, the carrier, if so authorized upon appU- 
cation to the Interstate Commerce Commission, shall dis- 
tribute to profit ai\d loss so much of the amount as may be 
authorized. The carrier, in its appUcation to the Commission, 
shall file the full particulars concerning each item and the 
resteons that in its judgment indicate the propriety of such 
accounting. • 
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Delayed items are items representing transactions which 
occurred before the current year. 

5, Uncollectible Items. — ^An account is provided for 
revenue charges against individuals and companies that dtu4ng 
the period for which the income accotmt is stated have been 
determined to be imcollectible. This account is provided for 
the purpose of eliminating from the ledger assets of the carrier, 
or of writing down to nominal amounts in its asset accounts, 
items of revenue charges that cannot be collected, such as 
freight charges for which credit has beei^ allowed, or under- 
charges discovered after the freight has been deUvered. 

6, Items in Income Accounts. — Income accounts are 
listed under the two general heads — credits and debits. Under 
each of these are a number of primary accounts, the names and 
numbers of which are as follows: 

Credits 

501. Railway operating revenues 

502. Revenues from miscellaneous operations 

503. Hire of freight cars, credit balance 

504. Rent from locomotives 

505. Rent from passenger-train cars 

506. Rent from floating equipment 

507. Rent from work equipment 

508. Joint facility rent income 

509. Income from lease of road 

510. Miscellaneous rent income 

511. Miscellaneous non-operating physical property 

512. Separately operated properties, profit 

513. Dividend income 

514. Income from funded seciyities 

515. Income from unfunded securities and accounts 

516. Income from sinking and other reserve funds 

517. Release of premiums on funded debt 

518. Contributions from other companies 

519. Miscellaneous income 

Debits 

531. Railway operating expenses 

532. Railway tax accruals 

533. Uncollectible railway revenues 

534. Expenses of miscellaneous operations 
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535. Taxes on miscellaneous operating property 

536. Hire of freight cars, debit balance 

537. Rent for locomotives 

538. Rent for passenger-train cars 

539. Rent for floating equipment 

540. Rent for work equipment 

541. Joint facility rents 

542. Rent for leased roads 

543. Miscellaneous rents 

544. Miscellaneous tax accruals 

545. Separately operated properties, loss 

546. Interest on funded debt 
647. Interest on unfunded debt 

548. Amortization of discount on funded debt 

649. Maintenance of investment organization 

550. Income transferred to other companies 

551. Miscellaneous income charges 

552. Income applied to sinking and other reserve funds 

553. Dividend appropriations of income 

554. Income appropriated for investment in physical property 

555. Stock discount extinguished through income 

556. Miscellaneous appropriations of income 

7, The income statement lists the primary accounts 
under four heads; namely, operating income, non-operating 
income, deductions from gross income, and disposition of net 
income. The order in which these primary accounts appear 
imder each head is specified by the Commission; the nxmibers 
of such accounts are not in all cases run consecutively. The 
specified form of an income statement is as follows: 
Operating Income 

501. Railway operating revenues* 

531. Railway operating expenses* 

Net revenue from railway operations* 

532. Railway tax accruals* 

533. Uncollectible railway revenues* 
Railway operating income* 

502. Revenues from miscellaneous operations 

534. Expenses of miscellaneous operations 

Net revenue from miscellaneous operations 

535. Taxes on miscellaneous operating property 
Miscellaneous operating income 

Total operating income 

^Includes operations of water-lines, if any. 
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Non-Operating Income 

503. Hire of freight cars, credit balance 

504. Rent from lcx»motives 

505. Rent from passenger-train cars 

506. Rent from floating equipment 

507. Rent from work equipment 

508. Joint facility rent income 

509. Income from lease of road 

510. Miscellaneous rent income 

511. Miscellaneous non-operating physical property 

512. Separately operated properties, profit 

513. Dividend income 

514 Income from funded securities 

515. Income from unfunded securities and accounts 

516. Income from sinking and other reserve funds 

517. Release of premiiuns on funded debt 

518. Contributions from other companies 

519. Miscellaneous income 
Total non-operating income 
Gross income, or loss 

Deductions From Gross Income 

536. Hire of freight cars, debit balance 

537. Rent for locomotives 

538. Rent for passenger-train car? 

539. Rent for floating equipment 

540. Rent for work equipment 

541. Joint facility rents 

542. Rent for leased roads 

543. Miscellaneous rents 

544. Miscellaneous tax accruals 

545. Separately operated properties, loss 

546. Interest on funded debt 

547. Interest on unfunded debt 

548. Amortization of discount on funded debt 

549. Maintenance of investment organization 

550. income transferred to other companies 

551. Miscellaneous income charges 
Total deductions from gross income 
Net income, or loss 

Disposition of Net Income 

552. Income applied to sinking and other reserve funds , 

553. Dividend appropriations of income 

554. Income appropriated for investment in physical property 
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555. Stock discount extinguished through income 

556. Miscellaneous appropriations of income 
Total appropriations 

Income balance transferred to credit, or debit, of profit and loss 

8, Items In Profit-and-Loss Accounts. — ^Profit-and- 
loss accounts are those designed to show the changes in the 
corporate surplus or deficit during each fiscal period, as effected 
by the operations and business transactions during that period, 
by any disposition of net profits made solely at the option of 
the accounting company, by accotmting adjustments of mat- 
ters not properly attributable to the period, or by miscellaneous 
gains or losses not provided for elsewhere; and to show also the 
unappropriated surplus of the carrier at the date of the balance 
sheet. 

Profit-and4oss accotmts are divided tmder two general heads, 
credits and debits, tmder each of which is listed specified primary 
accounts as shown m the following: 

Credits 

601. Credit balance, at beginning of fiscal period 

602. Credit balance transferred from income 

603. Profit on road and equipment sold 

604. Delayed income credits 

605. Unrefundable overcharges 

606. Donations 

607. Miscellaneous credits 

Debits 

611. Debit balance, at beginning of fiscal period 

612. Debit balance transferred from income 

613. Surplus applied to sinking and other reserve funds 

614. Dividend appropriations of surplus 

615. Surplus appropriated for investment in physical property 

616. Stock discount extinguished through surplus 

617. Debt discount extinguished through surplus 

618. Miscellaneous appropriations of surplus 

619. Loss on retired road and equipment 

620. Delayed income debits 

621. Miscellaneous debits 

9, Items In Balance-Sheet Accounts. — ^Balance-sheet' 
accounts are those showing assets, liabilities, and corporate 
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surplus or deficit of a business. The prescribed list of these 
accounts is shown in the following: 

Debits 

701. Investment in road and equipment 

702. Improvements on leased railway i5roperty 

703. Sinking funds 

704. Deposits in lieu of mortgaged property sold 

705. Miscellaneous physical property 

706. Investments in affiliated companies 

707. Other investments 

708. Cash 

709. Demand loans and deposits 

710. Time drafts and deposits 

711. Special deposits 

712. Loans and bills receivable 

713. Traffic and car-service balances receivable 

714. Net balance receivable from agents and conductors 

715. Miscellaneous accounts receivable 

716. Material and supplies 

717. Interest and dividends receivable 

718. Rents receivable 

719. Other current assets 

720. Working fund advances 

721. Insurance and other funds 

722. Other deferred assets 

723. Rents and insurance premiums paid in advance 

724. Discount on capital stock 

725. Discount on funded debt 

726. Property abandoned chargeable to operating expenses 

727. Other unadjusted debits 

728. Securities issued or assumed, unpledged 

729. Securities issued or assumed, pledged 

Credits 

751. Capital stock 

752. Stock liability for conversion 

753. Premium on capital stock 

754. Grants in aid of construction 

755. Funded debt unmatured 

756. Receiver's certificates 

757. Non-negotiable debt to affiliated companies 

758. Loans and bills payable 

759. Traffic and car-service balances payable 

760. Audited accounts and wages payable 

761. Miscellaneous accounts payable 
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762. Interest matured unpaid 

763. Dividends matured unpaid 

764. Funded debt matured unpaid 

765. Unmatured dividends declared 

766. Unmatured interest accrued 

767. Unmatured rents accrued 

768. Other current liabilities 

769. Liability for provident funds 

770. Other deferred liabilities 

771. Tax liability 

772. Premium on funded, debt 

773. Insurance and casualty reserves 

774. Operating reserves 

775. Accrued depreciation, road 

776. Accrued depreciation, equipment 

777. Accrued depreciation, miscellaneous physical property 
. 778. Other unadjusted credits 

779. Additions to property through income and surplus 

780. Funded debt retired through income and surplus 

781. Sinking fund reserves 

782. Miscellaneous fund reserves 

783. Appropriated surplus not specifically invested 

784. Profit and loss, balance 

10. The manner in which a general balance-slieet 
statement shall be prepared is prescribed by the Commission 
and is as follows: 

ASSET sum 

iNVESTMBNTSf 

701. Investment in road and equipment 

702. Improvements on leased railway property 

703. Sinking funds 

Total book assets at date, in short column 
Carrier's own issues at date, in short colunm 
Other assets at date, in long column 

704. Deposits in lieu of mortgaged property sold 

Total book assets at date, in short column 
Carrier's own issue at date, in short column 
Other assets at date, in long column 

705. Miscellaneous physical property 

706. Investments in aMiated companies 

Stocks * 

Bonds 

Notes 

Advances 
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707. Other investments 

Stocks 

Bonds 

Notes 

Advances 

Miscellaneous 

Total 

Current Assets 

708. Cash 

709. Demand loans and deposits 

710. Time drafts and deposits 

711. Special deposits 

Total book assets at date, in short column 
Carrier's own issues at date, in short column 
Other assets at date, in long column 

712. Loans and bills receivable 

713. Traflfic and car-service balances receivable 

714. Net balance receivable from agents and conductors 

715. Miscellaneous accounts receivable 

716. Material and supplies 

717. Interest and dividends receivable 

718. Rents receivable 
.719. Other current assets 

Total 

Deferred Assets 

720. Working fund advances 

721. Insurance and other funds 

Total book assets at date, in short column 
Carrier's own issues at date, in short column 
Other assets at date, in long column 

722. Other deferred assets 
Total 

Unadjusted Debits 

723. Rents and insurance premituns paid in advance 

724. Discoimt on capital stock ' " 

725. Discount on funded debt 

726. Property abandoned chargeable to operating expenses 

727. Other unadjusted debits 

728. Securities issued or assiuned^ unpledged, in short column only 

729. Securities issued or assumed, pledged, in short colunm only 
Total 

LIABILITY SIDE 

Stock 
751. Capital stock 

Book liability at date, in short column 
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Held by or for carrier at date, in short column 
Actually outstanding at date, in long column 
752. Stock liability for conversion 
763. Premium on capital stock 
' Total 

Governmental Grants 

754. Grants in aid of construction 

Long Term Grant 

755. Funded debt unmatiu^ 

Book liability at date, in short column 

Held by or for carrier at date, in short column 

Actually outstanding at date, in long column 

756. Receiver's certificates 

757. Non-negotiable debt to affiliated companies 

Notes* 

Open accounts 

Total 

Current LiABiLiTms 

758. Loans and bills payable 

759. Traffic and car-service balances payable 

760. Audited accounts and wages payable 
76L Miscellaneous accounts payable 

762. Interest matured unpaid 

763. Dividends matured impaid 

764. Funded debt matured unpaid 

765. Unmatured dividends declared 

766. Unmatured interest accrued 

767. Unmatured rents accrued 

768. Other current liabilities 
Total 

Deferred Liabilities 

769. Liability for provident funds 

770. Other deferred liabilities 
Total 

Unadjusted Credits 

771. Tax liability 

772. Premium on funded debt 

773. Insurance and casualty reserves 

774. Operating reserves 

775. Accrued depreciation, road 

776. Accrued depreciation, equipment 

777. Accrued depreciation, miscellaneous physical property 

778. Other unadjusted credits 
Total 



Digitized by 



Google 



12 ACCOUNTS FOR STEAM ROADS . § 36 

Corporate Surplus 

779. Ad4itions to property through income and surplus 

780. Funded debt retired through income and surplus 

781. Sinking fund reserves 

782. Miscellaneous fimd reserves 

783. Appropriated surplus not specifically invested 
Total appropriated surplus 

784. Profit and loss, balance 
Total corporate surplus 

11. Special Instructions. — ^The method of handling dis- 
count and pranium on capital stock is prescribed by the Com- 
mission in special instructions as follows: 

Discount and Premium on Capital Stock. — ^Ledger accounts shall be 
provided to cover the discounts and premiiuns at the sale or resale of each 
subclass of capital stock issued or assumed by the company. The total 
of the net debit balances remaining in these several accounts shall be 
included in Account No. 724, Discount on Capital Stock, and the total 
of the net credit balances in Account No. 753, Premiiun on Capital Stock. 
For explanation of subclass see Account No. 751, Capital Stock. 

By the term discount is meant the excess of the par value of stocks 
actually issued or assumed over the actual money value of the consideration 
received for such stocks. By the term premium is meant the excess of the 
actual money value of the consideration received for stock actually issued or 
assumed over the par value of such stock. 

The term premium is not intended to include amounts received repre- 
senting expected dividends considered to have accrued since the last 
dividend period in case of stocks on which dividends are regularly paid, 
nor is discount, as above defined, intended to be diminished by any such 
amount represbnting expected dividends explicitly stated in the price at 
which the stock is issued. 

Entries in these accounts representing discoimts shall be carried therein 
until offset (1) by premiiuns realized on subsequent sales of the same 
subclass of stock, (2) by assessments levied on the stockholders, (3) by 
appropriations of income or surplus, for that purpose, or (4) by charges to 
profit and loss upon reacquirement of the stock. Entries in these accounts 
representing premiiuns realized shall be carried therein until offs^ (1) by 
discounts suffered on sales of the same subclass of stock, or (2) by credits 
to profit and loss upon reacquirement of the stock. 

In case the accounting company is permitted and elects to distribute 
all or any part of the net premium on its capital stock to its stockholders, 
the amount thus distributed shall be charged to the premium account. 

For the purpose of this Classification, the premium realized at the sale 
of capital stock shall not be considered a profit-and-loss item, except upon 
the reacquirement of the stock sold. 
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In no case shall discount on capital stock be charged to or included in 
any account as a part of the cost of acquiring any property, tangible or 
intangible, or as a part of the cost of operation. 

When stock which has been issued or assumed by the accounting com- 
pany is reacquired, the difference between the price paid and the par value 
of the stock shall be credited to Profit-and-Loss Account No. 607, Miscel- 
laneous Credits, or charged to Account No. 621, Miscellanet)us Debits, 
as may be appropHate. Concurrently the premium or discount account 
for the particular issue of stock reacquired shall be adjusted through 
profit and loss to the extent of the premiimi or discount applicable to the 
shares reacquired. In case the premiimi realized or discount suffered at 
the prior sale of the stock reacquired has been included in an asset account 
other than the premiums and discounts account, such asset account shall 
be concurrently adjusted through profit and loss to the extent of the 
premitun or discount previously included therein with respect to the shares 
reacquired. 

STUDY OF CLASSIFICATION 

12. Accompanying this Instruction Paper is sent a copy 
of the Classification of Income, Profit-and-Loss, and General 
Balance-Sheet Accounts of Steam Roads, as issued by the 
Interstate Commerce Commission. This pamphlet should be 
studied as a part of this Instruction Paper not only because 
the following Examination Questions are based on it, but also 
because a knowledge of its contents will prove especially valuable 
in understanding the financial statements issued by railroads. 
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ACCOUNTS FOR MINING 
COMPANIES 



ACCOUNTING METHODS 



INTRODUCTION 

1. The prominence given to the mining industry by the 
different nations of the world is shown by the estabUshment 
of special government departments for its control. Yet the 
requirements for the organization of mining corporations are 
neither special nor unusual. 

A mining company is organized in the same manner as a 
manufacturing, or trading corporation, and usually under the 
same general laws, although there are practices in connection 
with their organization that do not, as a rule, obtain in the 
establishment of manufacturing companies. 

The operations of digging, hoisting, and preparing coal or 
ore for shipment is analogous to the manufacturing of articles 
for sale to the trade. Once produced and ready for shipment, 
the sale and delivery resolves itself into a matter of salesman- 
ship, as in any trading concern. 

2. A mining company either owns the mines or leases them 
for a term of years on a royalty basis of so much per ton of coal 
mined. The company that operates its own mines may open 
an account for each mine, to which is charged all outlay for 
development, necessary construction, improvements, operating 
charges, expenses, etc. Income from sales, less all operating 
and general charges shows the net earnings of the mine for any 
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2 ACCOUNTS FOR MINING COMPANIES § 37 

fiscal period. In case the mine is leased to another company, 
the bookkeeping is reduced to the entry of royalties received 
and of depreciations and other expenses incurred. 

3. As the head office is usually located in some city, the 
superintendent, or his clerks, must carefully record full details 
pertaining to operations, coal mined, broken, stocked, and 
shipped, labor charges, pay roll, accidents, etc., and then send 
these to the head office in the form of detailed reports. From 
these reports, entries are made in the proper accotmts. 

The miner is paid either by the ton or by the carload of coal 
mined. From the amoimt thus due him, however, deductions 
are made for helpers, if any, supplies furnished, as powder and 
tools, rent of house, store charges, and probably for benefit or 
relief fund. The balance due is paid by the manager in cash 
or by check sent from the head office. Care must therefore be 
exercised in keeping track of supplies, stores, etc. charged to 
each miner's account and to report these charges to the head 
office. The sales are usually made from the head office, though 
shipments are sent direct from the mine according to directions 
supplied. 

BOOKS AND ACCOUNTS 

4. In the conduct of a mining company there are numerous 
forms and records in use; n^ny of these, however, are statistical 
and have little or no bearing upon the account-keeping system. 
A great n^ny of these records are required by national and 
state laws and regulations, and nimierous reports pertaining 
to labor, men employed, accidents, deaths, sickness, output 
of ore, etc. are made to the state in which the mines are located, 
also to the Department of Mines in Washington. 

6. The income from a mine must be derived ahnost entirely 
from its output of coal or ore, and to some extent from its 
by-products; but the cost of operating the mine must be sepa- 
rated into several divisions. There is the expense at the head 
office, the original cost of the mine, the cost of outside equip- 
ment, tte cost of development and opening the mine, the inside 
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construction, the mine equipment, cost of mining the ore, cost 
of bringing it to the surface, cost of milling or breaking, the 
selling expense, the cost of transportation, etc. 

If all the accounts are kept at the mine, only the main 
accounts need be kept at the head office, with suitable controlling 
accoimts for the various mine properties and mine activities. 
Data for entry therein will be obtained from the reports received 
from the mine superintendent at regular periods. If the books 
are kept at the head office, then only such records need be kept 
at the mines as are necessary for providing detailed information 
for daily reports. 

In any case there is required a general ledger, customers' 
ledger, creditors' ledger, or voucher record, cash book, sales 
book, journal, labor records, record of sales from company 
stores, record of mine and milling expenses, etc. Of course, 
there is considerable variance in the books and accounts kept 
by mining companies and in the manner of recording data, 
consequently no one system can be outlined that will meet the 
needs of all. 

6. Accounts of a Coal-Mining Comjiany. — Following 
is shown a partial schedule of accounts used by a large Com- 
pany engaged in the mining and selling of soft coal and in the 
manufacture of coke. First, there are given the forty-one gen- 
eral ledger accounts; this list shows the large variety of the 
items that must be accounted for. The present list is divided 
into two parts. The first part (a) shows the operating expense 
accoimts at the mine and their subdivisions. The second 
part (6) shows the operating expense accounts at the coke plant 
and their subdivisions. 

General Ledger Accounts 



1. 


Cost of property 


9. 


Boarding-house fixtures 


2. 


Lands 


10. 


Saloon buildings 


3. 


Mine development 


n. 


Machinery for prospecting 


4. 


Tramways, chutes, and trestles 


12. 


Earnings 


5. 


Buildings 


13. 


Mine expense (controlling ac- 


6. 


Power and machinery 




count) 


7. 


Cars and tracks 


14. 


Coke expense (controlling ac- 


8. 


Coke ovens 




count) 



Digitized by 



Google 



ACCOUNTS FOR MINING COMPANIES § 37 



15. 

16. 
17. 
18. 
19. 
20. 
21. 
22. 
23. 

24. 

25. 
26. 
27. 



1. 



General expense (frequently 
subdivided) 

Boarding-house expenses 

Boarding-house receipts 

Rents 

Insurance 

Taxes 

Personal-injury claims 

Coal prospecting 

Depreciation of general plant, 
etc. 

Interest, discount, and ex- 
change 

Vouchers 

Pay rolls 

Treasurer (or cash account) 



28. Unclaimed wages 

29. Depreciation reserve account 

30. Material and supplies 

31. Engineering property 

32. Pay-roll deficiency 

33. Personal injury fund 

34. Animals killed and sold 

35. Special renewal fund 

36. Individuals and companies (ac- 

coimts receivable) 

37. Water supply 

38. Smithing 

39. Sawmill 

40. Depreciation of animals 

41. Profit and loss 



Mine-Operating Accounts 



Expense of mining 

Hand mining 

Contract machine mining 

Day-work machine mining 

Drilling, shooting, and load- 
ing 

Loading company coal 

Ladders and tool boxes 

Running man trip 

Sharpening tools 

Powder man 

Check man 

Wire man 

Shot inspectors 

Earth tamping 

Tamping and powder 
boxes 

Interpreter 
Hauling 

Proportion power-house ex- 
pense 

Drivers 

Outside hoistmen 

Underground hoistmen 

Locomotive men 

Rope runners 

Couplers and spraggers 

Roller men and greasers 



Proportion stable expense 
Harness repairs and shoeing 
Clearing up wrecks 
Repairs haulage signals 
Cleaning haulage tracks 
Roller repairs and renewals 
Repairing haulage entries 
3. Loading 

Outside foreman's salary 
Weighman and topmen 
Pushers and dumpers 
Couplers and spraggers 
Proportion power-house ex- 
pense 
Rtmning chute engine 
Loading by day labor 
Loading by contract 
Running and repairing box 

loader 
Car handlers 
Attendance elevators, 

screens, etc. 
Cost dummy doors 
Unloading dust and yard 

waste 
Cleaning yard tracks 
Damage to railroad cars and 
tracks 
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4. Repairs to cars 

Repairing wrecked cars 
Repairing worn-out cars 
Replacing lost cars 

6. Repairs to tracks 

Hoist and locomotive tracks 
Ordinary entry and room 

tracks 
Taking up old rails and ties 

6. Electric light 

Proportion power-house ex- 

I)ense 
Repairs interior wiring 

7. Entry driving 

Yardage in straight coal 
Yardage in coal and rock 
Yardage in straight rock 
Allowance for boney coal or 

rock 
Allowance for rolls 
. Allowance for water 

8. Rooms and roUs 

Rooms turned 

Allowance for roUs in rooms 
Allowance for brushing roof 
Allowance for boney coal or 

rock 
Allowance for water 

9. Ventilation 

Proportion power-house ex- 
pense 

Gas and air inspectors 

Fan expenses and engineer 

Building and repairing stop- 
pings 

Brattice cloth and bratticing 

Building and repairing mine 
doors 

Trappers 

Qeaning air ways 

Repairing air ways 
10. Drainage and watering mine 

Proportion power-house ex- 
pense 

Outside pumps and pump- 
men 



Inside pumps and pumpmen 
Water men and supplies 
Ditches and simips 

11. Timber and props 

Driving entries and rooms 
Retimbering and robbing 

rooms 
Repairing haulage entries 
Repairing air and traveling 

ways 
Unloading and piling 
Hauling and sawing 
Loading and ddivering 
Drawing props 

12.1 Dead work 

Retimbering rooms 
Regrading and brushing en- 
tries 
Prospecting faults 
Loading and hauling rock 
Dtunping and stowing rock 
Underground inspection 
Repairing company tools 
Cleaning camp 

13. Repairs to buildings and chutes 

Main chute and trestle 
Crusher elevator and screen 

building 
Power and boiler house 
Boarding houses 
Bam and corral buildings 
Boarding houses 
Blacksmith and machine 

shops 
Other mine buildings 
Railroad track and mine 

scales 
Hospital 

14. Repairs machinery 

Boilers and connections 
Steam lines 

Stationary steam engines 
Steam hoisting engines 
Electric hoisting engines 
Air compressors 
Electric generators 
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40. 



41. 



42. 



43. 



Electric locomotives 


15. 


Superintendent and clerks 


Miscellaneous electric mo- 




Proportion general and mine 


tors 




superintendent's salaries 


Outside pumps 




Mine foreman 


Undergroimd pumps 




Mine clerks 


Outside water-lines 


16. 


Engineering 


Underground water-lines 




Mine surveyors and assis- 


Outside air lines 




tants 


Underground air lines 




Office supplies 


Outside electric power lines 




Outsicje expenses 


Underground electric power 


17. 


General expenses 


lines 




Janitor service 


Fans and fan engines 




Sundry supplies 


Proportion crushers, eleva- 




Office fixtures 


tors, etc. 




Firing office heater 


Tipples and screens 


18. 


Incidentals 


Renewal wire ropes 




Miscellaneous teaming 


Mining machines 




Pay-day expenses 


Machinery inspection 




Free coal 


Telephone lines . 




Watchman 


Wagons 




Guard and special service 


Proportion salary general 




expenses 


master mechanic 




Rescue apparatus 


Coke Expense Accounts 


Coal used 




Running larry cars 


Tons (ab, 




Repairing larry cars and 


Superintendents and clerks 




tracks 


Proportion general and coke 




Repairing motor and power 


superintendent's salary 




lines 


and expenses - 




Repairing scales 


Coke-oven foremen 




Levelers 


Proportion office clerks 


44. 


Burning and drawing 


Proportion office supplies 




Coke pullers 


Timekeeper 
Engineering 




Plastering oven doors 
Proportion power-house ex- 


Mine surveyors and assis- 




pense 


tants 




Proportion pumping expense 


Office supplies 




Repairs oven water-line 


Outside expenses 




Repairs, tools 


Charging ovens 




Charging hole covers 


Proportion power-house ex- 


45. 


Loading coke 


pense 




Loading railroad cars by 


HandUng coal at bins 




contract 


Cleaning at bins and scales 




Loading railroad cars by day 


Weighing charges 




labor 
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Car handlers 48. 

Cleaning railroad tracks 
Damage to railroad cars and 

tracks 
Expense and repair tools 
Railroad weighman 
Cost dummy doors 49. 

Repairs railroad-track 

scales 

46. Loading cinders 

LoacHng and unloading rail- 
road cars 
Hauling away in wagons 50. 

. . Cleaning docks 

Expense and repair tools 
Proportion stable expense 
Depreciation of animals 

47. Firing cold ovens 51. 

Wood used 

Coal used 

Charging, burning, and 

drawing 
Disposing of cinders 



Repairs to coke ovens 

Brick and fireday 

Stone, lime, etc. 

Cast-iron door frames 

Repacking ovens 

Repairs dock walls 
Repairs to buildings 

Slack bins 

Store and tool house 

Scale house 

Trestles and bridges 

Superintendent's office 
Coke experiments 

Preparing and coking coal 

Transportation on samples 

Cost of analysis 

Laboratory equipment 
Incidentals 

Pay-day expenses 

Watchman 

Janitor service 

Free coal 

Telephone service and re 
pairs 



7. Monthly Statements. — ^From information contained 
in the general ledger, supplied by monthly reports from the 
mines and through adjustments of inventories, accrued items, 

INCOME ACCOUNT 
Blank Coal Company 
191— 



Exhibit. 

For month of. 



_191-_ 



Gross earnings from sale of coal and coke 
Operating expenses 

Net earnings from operating of mines 
Add 
Receipts from miners* houses, etc. 
Interest, discount, and exchange 
Supply-store company, dividend No. 

Total income 
Charges to income 
Taxes 
Insurance 
Interest on bonds 
Sinking-fund instalment 
Depreciation of general plants 
Personal-injury claims 

Net income month of 191 
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etc., regtdar monthly statements are made of income and 
expenses. These statements are in two parts. One part shows 
the income and expenses for the current month; the other part 
shows the results for all the months of the fiscal year up to 
the end of the month shown in the first part. 

INCOME ACCOUNT 
Blank Coal Company 

Jan. 1, 191 to 191 

Gross earnings from sale of coal and coke $ 

Operating expenses 

Net earnings from operating oi mines $— 

Add 

Receipts from miners' houses, etc. $ 

Interest, discount, and exchange 

Dividend No. on Company stock 

Supp>ly-store company dividends Nos. and 

Subsidiary coal company dividend No. 

Total income $ 

Charges to income 

Taxes $ 

Insurance 

Interest on bonds 

Sinking-fund instalment 

Depreciation of general plants 

Personal-injury claims 

Net income from Jan. 1 to $ 



8. Balance Sheets. — ^Additional accounts are shown in 
the balance sheets, one form of which is here shown. 

BALANCE SHEET 

Blank Coal Company and Subsidiaries 

Statement of Assets and Liabilities as of_- 191 

Current assets 

Material and supplies, etc. $ $ 

Saw-mill account, Mine No. 1 

Saw-mill account, Mine No. 2 

Storage coke. Mine No. 2 

Storage slack. Mine No. 1 

Fire insurance (proportions not charged out) 

Taxes, New Jersey (proportion not charged out) 
United States excise tax on corporations (propor- 
tions not charged out) 

Cash in treasury. New York City 

Cash in treasury, Home Office 

Cash in hands of Trust Company of 

Trustee, to pay coupcois of Coal Company 

Trustee to pay coupons of (subsidiary) Coal 
Company 

Due from individuals and company's coal sales 
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Due from individuals and company's bills colleo 

tible $ $ 

Blank Coal Company first mortgage 6-per-cent. 
bonds in treasury and owned as under; 
Blank Coal Company 
Subsidiary Coal Company 
Current liabilities 
Vouchers 
Pay roUs 
Unclaimed wages 
Blank medical department fund 
Blank Company coupons due and unpaid includ- 
ing 191 coupons 
Blaidc Coal Company coupons accrued due 

191 
Subsidiarjr Coal Company coupons due and 

unpaid including 191 coupons 

Subsidiary Coal Company coupons accrued 

due 191 

Accrued sinking fund, Blank Coal Company 
Accrued sinking fund, Subsidiary Coal Company 
Accrued taxes ' 

Net proceeds from mines, Blank payable Novem- 
ber Est. 
Property and improvements, Blank payable 

November Est. 

Property and improvements, payable Est. 

United States excise tax on corporation, payable 
Est. 
Taxes, New Jersey, payable 
Property accounts 
Less charged to 
Sinking fund 
Depreciation of property 
Securities deposited with Blank Trust Com- 
pany of Trustee 
Subsidiary Coal Company capital stock, 

shares par value 
Supply Store Company capital stock, 

shares par value 
Another Coal Company capital stock, 
shares par value 
Subsidiary Coal Company's mortgage, etc. 
Additions to plants, improvements, etc. 
Blank Coal Company 
Subsidiary Coal Company 
Securities owned, in treasury 

Capital stock and first-mortgage 6-per-cent. 
bonds of The Coal and Coke Company 

( shares of capital stock par value $100 
each) 

( first-mortgage 6-per-cent. bonds denomi- 
nation $1,000 each) 
Capital stock of the Coal Company 

shares par value 
Preferred capital stock Company shares 

par value 
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Other assets 

Trust Company of New York, Trustee, for $ $ 

Sinking-fund 5-per-cent. bonds, Blank Coal 

Company- 
Sinking-fund 5-per-cent. bonds. Subsidiary Coal 
Company 
Trust Company of New York, Trustee 
Insurance account. Blank Coal Company 
Insurance account, Subsidiary Coal Company 
Engineering property 
Boarding- and bunk-house fixtures 
Improvements, home yards 

Less depreciation 
Improvements, Western coal yard 
Capital stock 
First-mortgage 5-per-cent. bonds 

Blank Coal Company, less canceled by sinking 

fund 
Subsidiary Coal Company, less canceled by sink- 
ing fund 
Deferred accounts 

Sinking fund. Blank Coal Company 
Sinking fund, Subsidiary Coal Company 
Personal-injury and other funds 
Depreciation account, general plants 
Property destroyed by fire 
Profit and loss, balance to credit 
Date, 191 Correct, 

Auditor 

9. -Illustrative Example. — In order to illustrate the 
method of preparing statements for a mining company, the 
following question from the New York C.P.A. Examination 
is given. It is a brief question but it will illustrate how the 
statements should be prepared, and that they are no different 
from the statements of other corporations: 

Prepare income and profit-and-loss accounts and balance 
sheet, showing gross earnings and net earnings, also the SLverage 
cost per ton. The trial balance of the XYZ Coal Mining 
Company, as of December 31, is as follows: 

The total output for the year was 132,300 tons. An examina- 
tion of the books and accounts shows that the following charges 
had not been entered: Horses and mules, $2,200; car ^nd 
mine-rail account, $1,450; claims for injuries, $1,000. During 
the year, the bookkeeper, through error, charged to inside 
construction $3,415, instead of to inside pay roll. The coal is 
mined on a lease that averages 20 cents per ton. The inventory 
is as follows: Timber and props, $1,500; powder, $555; oil, 
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11 



etc., $175. In preparing this statement, allowance for depreda- 
tion on breaker and machinery, blacksmith shop and construc- 
tion, cars and rails, may be considered at the rate of 5 per cent. 

10. The question imder review presents the feature of 
operating a mine on a per ton royalty basis. The accotmts will 



Cash 


$ 5,674.50 




Breaker and machinery 


145,000.00 




Office building 


5,000.00 




Blacksmith shop 


4,000.00 




Inside construction 


15.675.00 




Car and mine-rail account 


7,534.50 




Horses and mules 


5,600iX) 




Accounts receivable 


35,112.25 




Bills receivable 


10,000.00 


m 


Capital stock, common 




9 50,000.00 


Capital stock, preferred 




100,000.00 


Coal sales 




257,890.00 


Accounts payable 




12.500.00 


Surplus 




17,709.35 


Depreciation on buildings and 






machinery 




12.000.00 


Supplies 


8,240.00 




Pay roll, outside . 


24,701.50 




Pay roll, inside 


110.434.25 




Salaries, superintendents, etc. 


6,000.00 




Salaries, office clerks 


4,500.00 




Office expenses 


1,147.35 




General expense 


750.00 




Claims for injuries 


4.000.00 




Insurance (expires July 1 next) 


5.500.00 




Repairs to buildings 


4.075.00 




Repairs to construction 


3,445.00 




Bam expense 


1.500.00 




Selling expense 


4,500.00 




Royalty account 


30,500.00 


fc 


Water 


800.00 




Fuel 


935.00 




Timber and props 


5,475.00 





$450,099.35 $450,099.35 

differ slightly from those of a company owning the mine but in 
other respects records of operations are kept in a similar manner. 
The royalty payments are considered part of the cost of 
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operation in much the same respect that the depreciation is 
part of the operating cost for a company owning the mine; in 
consequence, the mooted question of mine depreciation need 
not be discussed, though thevarious properties belonging to the 
operating company must be considered as having depreciated. 

Mines are usually leased for a definite number of years, 
therefore all costs of construction and buildings shotdd be 
written off over the life of the lease. Since 5-per-cent. deprecia- 
tion is mentioned in the question, it has, for working piuposes, 
been assumed that the lease had a currency of 20 years. 

11. Insurance accotmt is assumed to have been for 1 year 
and that one-half of it is tmexpired. This is purely an assump- 
tion, and it might be even better to consider one-third unused. 
Royalties to the extent of $4,040 have been prepaid, as will 
be seen by a comparison of the royalty accoimt with the tons of 
output. Interesting statistical features are shown in the cost 
summary on the basis of 1 ton of coal. It must be presumed 
that the entire output of coal mined has been disposed of, since 
no mention of coal in stock has been made. Claims for injuries 
might have been considered as an operating charge, although it 
will not be so considered here ; insurance, too, might have been so 
considered, at least in part. The adjusting entries called for 
shotdd be made before the statements are completed; they are: 

Pay roll, inside $3,415 

To constniction $3,415 

Car and mine-rail account 1,450 ^ 

To accounts payable 1,450 

Horses and mules 2,200 

To accounts payable 2,200 

Claims for injuries 1,000 

To accounts payable 1,000 

12. The forms of statements used are not given as model 
forms for mining corporations but simply as one of many forms 
that might be shown. Some of the items in the three divisions 
might be differently arranged, but this wotdd not affect the 
genuineness of the solution. In the income-and-operating state- 
ment here shown the gross earnings are given as a final item. 
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INCOME AND OPERATING ACCOUNT 




XYZ Coal Mining Company for Year Ended December 31, 191 


Income 






Sales of coal 




$257,890.00 


Operating Expenses 






Inside costs 






Supplies $ 8,240 






Less inventory 730 


$ 7,510.00 




Pay roll, inside 

Salaries, say 60 per cent, of $6,000 


113,849.25 




3,600.00 




Repairs of construction 


3,445.00 




Bam expenses 


1,500.00 




Royalties paid $30,500 






Less prepayment 4,040 


26,460.00 




Water 


800.00 




Fuel 


935.00 




Timber and props $ 5,475 






Less inventory 1,500 


3,975.00 




Depreciation of construction, cars, rails, 






5 per cent. 


1,062.23 




Total inside costs 


$163,136.48 




Outside costs 






Pay roll, outside 

Salaries, say 40 per cent, of $6,000 

Repairs to buildings 


$ 24,701.50 




2,400.00 




4,075.00 




Depreciation of breaker and machinery and 






blacksmith shop, 5 per cent. 


7,450.00 




Total outside expenses 


$ 38,626.50 




Total operating costs 


$201,762.98 




Add selling expenses 


4,500.00 




Cost of coal sales 




206,262.98 


Gross earnings of mine 




$ 51,627.02 



The accompanying profit-and-loss account brings out as the 
final item the net earnings and gives in the form of a siunmary 
important cost items per ton of coal handled. ' 

PROFIT-AND-LOSS ACCOUNT 

XYZ Coal Mining Company. New York 

For Year Ended December 31, 191 

Credits 
'Gross earnings from operating account $51,627.02 

Debits 



Qerks* salaries 


$4,500.00 




Ofl&ce expenses 


1,147.35 




General expenses 


750.00 




Qaims for injuries 


5,000.00 




Insurance used 


2,750.00 




Depreciation office building, 5 per cent. 
Total general expenses 


250.00 






14.397.35 




Net earnings of company 




$37,229.67 
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Cost- Summary 

(Per Ton of Coal) 

Coal output for year 132,300 tons 

Inside operating costs $163,136.48 = $1,233 

Outside operating costs 38,626.50 = .292 

Total operatings costs $201,762.98= 1.525 
Selling costs 4,500.00= .034 

General charges 14,397.35 = .108 

Aggregate cost $220,660.33= 1.667 

Net earnings, 28 cents per ton 

BALANCE SHEET 

XYZ Coal Company 

For Year Ended December 31, 191 

Assets 
Current assets 



Cash on hand 


$ 5,674.50 




Bills receivable 


10,000.00 




Accounts receivable 


35,112.25 


$ 50,786.76 


Prepaid charges 






Insurance unexpired 


2,750.00 




Royalties prepaid 


4,040.00 


6,790.00 


Inventories 






Powder on hand 


555.00 




Oil on hand 


175.00 


730.00 


Properties and equipment 






Inside construction 


12,260.00 




Car and mine-rail account 


8,984.50 




Horses and mules 


7,800.00 




Timber and props 


1,500.00 




Blacksmith shop 


4,000.00 




Breaker and machinery 


145,000.00 




Office building 


5.000.00 


184,544.50 


Total assets 




$242,851.25 


Liabilities 


AND Capital 




Current liabilities 






Accounts payable 


$ 17,150.00 




Reserve for depreciation 


20,762.23 


$ 37,912.23 


Capital and surplus 
Surplus, December 31, last 






$17,709.35 




Net earnings for year 


37,229.67 54,939.02 




Capital stock, common 


50,000.00 


. 


Capital stock, preferred 


100.000.00 




Net worth of company 




204,939.02 


' Audit CsnTiFiCA'nt 




$242,851.25 



Having audited the books and accounts of the XYZ Coa^ 
Company for the fiscal year ended December 31. 1912. w% 
hereby certify that the accompanying Balance Sheet and 
Profit-and-Loss Account are in accordance therewith and in 



our judgment present a correct statement of the company's 
Hal condition and the operations for the fiscal year. 

R. J. Bennett & Company, 



financial condition and the operations for the fiscal year. 

1.. J. Bennett & CoMPi 

Certified Public Accountants 



Philadelphia, Jan. 20, 1913. 
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The accompanjdng balance sheet also shows the certificate 
of the auditor. 

13. Bepreclatlon of Mines. — Mines become depleted 
more through the exhaustion of the mineral than through any 
other process of depreciation. It is therefore a wasting asset 
that must necessarily decrease in value in proportion to the 
amount of mineral extracted. The same appUcation can be 
made to oil or gas wells, quarries, etc. If the engineer's estimate 
of the niunber of tons of mineral in a mine are correct, then 
the value of the unmined mineral would be the original value 
placed on it less the mineral already taken out. On account 
of the uncertainty as to the amoimt of mineral in a mine 
and the added expense involved in mining, it is difficult to 
decide on a rate of depreciation that will accurately repre- 
sent the average depletion during the life of the mine or of 
the terms of the lease, as the case may be. The entire 
matter must be based on estimates, which manifestly may 
be incorrect and misleading. In the case of a leased mine, 
the propoftion that the total cost of the output at any time 
bears to the estimated output during the tenure of the lease, 
should be taken. 

While in most states mining companies are not compelled 
to write off any depreciation before declaring a dividend, it is 
considered prudent to write off annually such proportion of the 
total cost less residual value as the output of the mine bears to 
the estimated contents of the mine. A reserve is usually set 
up, called Reserve for Exhaustion of Mine, or Reserve for 
Depreciation, as the case may be. Some companies set aside 
such amounts from year to year as will be necessary to acctmiu- 
late in cash during the estimated life of the mine the amounts 
invested therein; this might be styled a Reserve for Repayment 
of Capital Investment. The question naturally arises, however, 
whether it would not be better for the stockholders to take 
ample dividends from year to year rather than permit the 
money to remain in unuse in the hands of the company. While 
creating the reserve, the stockholders get their investment back 
at the time of depletion; but in case the amounts are paid out 
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in dividends, such dividends will contain a gradual return of the 
investment. As dividends are usually considered as income 
only, and not as part income and part return of capital, 
investprs should be fully informed as to the plan being 
followed in handling dividend payments. While it may seem 
good policy to use all the earnings in the payment of divi- 
dends, it is nevertheless wise and prudent to reserve a reason- 
able amount to meet any future contingencies that might arise. 



ACTUAL REPORT OF A MINING COMPANY 

14. In order to illustrate, briefly, the style and manner of 
preparing an annual report and statement, the following pages 
from the Annual Report of the Tonopah Belmont Development 
Company are used, by permission: 

ELEVENTH ANNUAL REPORT 

Tonopah Belmont Development Company 

Philadelphia, April 15, 1914 

To THE Stockholders of the Tonopah Belmont Development 
Company: 

The details and results of operations on your properties for the fiscal 
year ended February 28, 1914, are set forth in the financial and statistical 
statements herein submitted, as follows: 

1. Income account 

2. Combined balance sheet, February 28, 1914 

3. Comparative balance sheet 

4. Operating expenses of mine 

5. Operating expenses of new Belmont mill 

6. Total development work 

The combined net earnings of your properties during the fiscal year 
were $2,015,588.48, as compared with $1,773,226.70 for the previous year. 

The average value of the ore produced during the year, as compared 
with the previous 4 years, is as toUows: 



Tons shipped to mill 
Average gross value per ton 
Tons shipped to smelters 
Average gross value per ton 
Total production (diy tons) 
Average gross value per ton 

The sales of ore, bullion, concentrates, etc., for the year, as compared 
with the previous years, were divided as follows: 



1914 


1913 


1912 


1911 


1910 


172.646 


128,975 


87,952 


59,159 


29,898 


$21.07 


$24.21 


$20.84 


$27.58 


$14.40 




562 


27,611 


21,907 


7,032 




$70.71 


$61.35 


$54.76 


$34.89 


72,646 


129,537 


115,563 


81,066 


36,930 


$21.07 


$24.34 


$30.51 


$34.93 


$17.99 
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Gold 1914 1913 1912 

Number of ounces 56,067 38,371 45,069 

Sold for $1,158,980.08 $ 793,191.59 $ 886,971.47 

Average per ounce $20,671 $20,672 $19,680 

Silver 

Number of ounces 5,142,083 3,826,399 4,535,762 

Sold for $3,040,135.47 $2,367,559.59 $2,381,542.54 

Average per ounce $.591 $.618 $.525 

Total $4,199,133.55 $3,160,751.18 $3,268,514.01 

Less treatment charges, 
assaying, freight and ex- 
press 118,117.25 100,537.52 387,337.26 

Total receipts $4,081,016.30 $3,060,213.66 $2,881,176.75 

The operating expenses of the mine for the fiscal year, compared with 
the previous 3 years, are as fpllows: 

1914 1913 1912 1911 

Mining expenses $468,213.78 $399,208.47 $377,585.25 $322,766.41 

Depreciation of 
minings equip- 
ment 15,028.44 15,028.44 15,028.44 15,028.44 

Development 
work 257,709.21 150,485.06 167,832.37 160,369.60 



Totals $740,951.43 $564,721.97 $560,446.06 $498,164.45 

Dry tons of ore 

mined 172,646 129,637 115,563 81,066 

Cost per ton, in- 
cluding depreda- 
tion and devel- 
. opment . $4.35 $4.35 $4.85 $6.14i 

The operating expenses of the new roill, including indirect expenses 
and depreciation, as compared with the period during which it was operated 
in the previous year, are as follows: 

(7 Mo.) 
1914 1913 

Operating expenses $525,620.16 $292,372.29 

Tons treated , 172,398 84,886 

Direct cost per ton $2,560 $2,909 

Indirect cost per ton .489 .535 

Total cost per ton $3,049 $3,444 

Average extraction, per cent 94.45 94.43 

Average number of stamps dropped 54.8 51.9 

The new mill has already saved in increased extraction and lessened 
costs, approximately $25,000 more than its total cost. 

The net realization from the operation of the old mill as a custom mill 
during the fiscal year was $38,546.78, as compared with $9,802.19 for the 
6 months' period of the previous year. While the net results of operation of 
the old mill are relatively unimportant, it is considered good policy to 
continue its operation, without profit if necessary, in, order to insure 
its upkeep and readiness to treat Belmont ores exclusively in cases of 
emergency. 

I L T 234—14 
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§ 37 ACCOUNTS FOR MINING COMPANIES 19 

The examination of other mining properties, with a view to purchase, 
has been continued throughout the year. Preliminary examinations 
were made of fifty-seven properties of the one hundred and forty sub- 
mitted, but in nearly all cases the prices and terms were prohibitive. 
Several were carefully considered after final examination, and negotiations 
are being conducted for one which seems to meet all requirements. 

There has been no change in the extent of your property since the last 
annual report. 

Extracts from the annual report of the General Superintendent, and a 
map showing the surface boundaries of your property with reference to 
contiguous properties, are appended. 

Your management again wishes to express its appreciation of the 
efficient services of the organization at Tonopafi and Millers. 

By order of the Board of Directors. 

Clyde A. Heller, 

President 

COMBINED BALANCE SHEET 

ToNOPAH Belmont Development Company and Belmont Milling 

Company 

February 28, 1914 

(MiNB AND Mill Regarded as One) 

Assets 
Property 



Mines and mining claims 




$2,010,959.16 




Shafts, buildings, and machinery at mine 


251,034.94 




Millers mill 




75,121.35 




Tonopahmill 




361,138.72 


$2,698,254.17 


Investments 








Esmeralda Power Company 




$ 25,000.00 




Tonopah Mines Hospital Association 


2.500.00 




Interest in sundry patents 




12,898.09 


$ 40,398.09 


Available assets 








Materials and supplies for operation 






Stores on hand at mine 


$134,497.76 






Stores on hand at mill 


27,410.12 


$ 161,907.88 




Ore stock on hand 








Ore on hand at mine 


$ 39,540.78 






Ore on hand at mill 


4,626.46 






In absorption at mill 


107,750.40 


151,917.64 




Accounts receivable 








Due from smelters 


$277,388.30 






Due from sundry parties 


15,821.05 






Cash in banks 


991,920.09 






Collateral loans 


250,000.00 


1.535,129.44 




Total available assets 






1,848,954.96 


Charges paid in advance 






2,964.21 
$4,590,571.43 
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Liabilities 
Capital stock 

1,500,000 shares of $1 each, fully issued 
Current liabilities 

Accounts payable 

Unpaid wages 

Accrued charges 



$1,500,000.00 



$91,052.10 
44,753.16 
18,592.64 



Reserve for depreciation 

Of mine and mill equipment 
Balance of special reserve 

After writing down the )30ok values of Tonopah mill and 
of shafts, buildings, and machinery at mine 
Undivided profits 

Balance of net income available for the payment of divi- 
dends or otherwise 



154,397.90 
176,378.66 



633,031.54 



2,126,763.33 
$4,590,571.43 



Having audited the books and accounts of the Tonopah 
Belmont Development Company and of the Belmont Milling 
Company, kept m the City of Philadelphia for the year ended 
February 28, 1914, we hereby certify that the above Balance 
Sheet is correct. 

George Wilkinson & Compat^y, 

Certified Public Accountants 
Philadelphia, Pa.. March 26, 1914 

COMPARATIVE STATEMENT OF OPERATING EXPENSES OP 

MINE BY MONTHS 

Tonopah Belmont De\^lopment Company 

March 1, 1913, to February 28, 1914 

COMPARATIVE TOTALS 
March 1, 1912, to February 28, 1913 





January 


February 


Totals 






Amount 


Amount 


Amount Per Ton 


Development direct 










Miners 


$ 8,504.61 


$ 9,307.33 


$ 87,650.63* 


.508 


Muckers and trammers 


4,265.08 


3,819.19 


43,236.82 


.251 


Timbermen and helpers 


2,118.69 


1,160.67 


19,542.86 


.113 


Stoping direct 










Miners 


7,272.12 


7,142.30 


92,218.73 


.534 


Shovelers 


4,482.88 


4,546.90 


51,607.53 


.299 


Trammers 


2,795.62 


2,682.76 


27,196.08 


.158 


Timbermen and helpers 


8,902.27 


8,669.86 


114,321.67 


.662 


Filling 


489.69 


721.58 


7,964.31 


.046 


Piston drills, repairs and 










maintenance 


261.37 


343.12 


7,985.06 


.046 


Stoping drills, repairs and 










maintenance 


308.10 


405.39 


5,736.50 


.033 


Steel and sharpening 


1,410.41 


1,423.42 


15,775.33 


.091 


Explosives 


7,715.96 


7,843.45 


75,116.88 


.435 


Hoisting to surface 


3,072.22 


2,879.13 


44,477.99 


.258 


Auxiliary hoisting 


184.72 




6,650.97 


.039 


Ore sorting and loading 


1,064.15 


938.36 


12,155.26 


.070 


Sampling and assaying 


482.82 


740.30 


7,384.24 


.043 


Surveying 


646.83 


720.95 


6,560.59 


.038 


Superintendent and shift 











1,325.00 1,343.75 15,145.07 .088 
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January 


February 


Totals 


Per 




Amount 


Amount 


Amount 


Ton 


Mine office 


1,215.51 


1,431.33 


15,549.36 


.090 


Surface and plant 


1,797.68 


1,432.02 


15,251.68 


.088 


Lighting 


706.99 


667.38 


6,958.11 


.040 


Heating 


826.86 


754.31 


8,632.08 


.050 


Drayage 


200.45 


222.20 


2,837.79 


.016 


Maintenance and repairs 










of buildings 


106.25 


33.06 


687.44 


.004 


Maintenance and repairs 






• 




of machine and machine 










tools 


97.69 


32.99 


1,954.23 


.011 


Maintenance and repairs 










of pipe lines and tanks 


229.52 


178.35 


4,237.42 


.025 


Maintenance and repairs 










of railroad spurs 




15.60 


60.12 


.000 


Pumping 


1,452.92 


1,754.98 


20,284.80 


.118 


Ventilation 


1,065.27 


1,114.74 


8,743.44 


.051 


Total cost direct mining 


$63,001.58 


$62,325.42 


$725,922.99 


4.205 


Administration 


817.54 


834.06 


10,213.16 


.059 


Taxes and insurance 


1,489.30 


1,462.98 


17,488.09 


.101 


Legal and traveling ex- 










pense 


312.74 


483.92 


3,497.82 


.020 


Bullion tax 




3,000.00 


39,206.79 


.22*/ 


Depreciation 


1,252.37 


1,252.37 


15,028.44 


.087 


Total cost indirect mining 


3,871.95 


7,033.33 


85,434.30 


.494 


Total operating cost 


$66,873.53 


$69,368.75 


$811,357.29 


4.699 



* The figures in this column include those for the last 10 months of 1912, as well as 
those for the 2 months of 1913 as shown. 
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ACCOUNTS FOR INSURANCE 
COMPANIES 



LIFE INSURANCE 



INSURANCE CONTRACTS 

1. Insurance is a contract whereby, for a stipulated con- 
sideration, one party agrees to compensate or indemnify the 
other for loss on a specified subject iby a specified amount. 
The insurer, sometimes called the underwriter, is the one 
agreeing to indemnify. The insured is the one to whom the 
promise runs. The premium is the agreed consideration. 
The policy is the written contract. The risk, or peril, is 
the event insured against. The Insurable interest is the 
subject right or interest to be protected. 

2. Life insurance is a contract to pay a designated or 
determinable person a certain sum or an annuity in the event 
of the death of the person whose life is insured. There are 
numerous standard forms of life insurance, some of which have 
proved more popular than others. The policy privileges may 
be enumerated under the straight-life plan, and the endowment 
plan, 

3. The straight-life policy is one xmder which the insured 
pays a given yearly premium for life, the cost of same depending 
on his age at the time of taking the contract. 

4. The endowment iK>licy is one under which the insured 
will receive the face value if he lives a certain number of years 

COPYRIOHTKO BY INTKRNATIONAL TKXTBOOK COMPANY. ALL RiaHTS RKSKRVKD 
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2 ACCOUNTS FOR INSURANCE COMPANIES § 38 

and under which his heirs will receive the face value if he dies 
before the expiration of that number of years. Under this 
policy, the annual premiums must necessarily be higher than 
under the straight-life plan; they may be made to extend over 
the life of the poUcy or, on higher rates, over a shorter term. 
For instance, a 20-year endowment policy may have the pre- 
mium arranged to be paid over the entire 20 years or dtiring 
the first 10 years. On either plan the policy is payable at once 
in case of death. 

Under the endowment plan, policies become paid up at a 
given time, when, if desired, a new paid-up policy may be rewrit- 
ten for a given amount or other options taken advantage of if 
desired; for instance, one may elect to take all of the cash due 
him under the cash-surrender policy, or he may take part cash 
and paid-up insurance for a definite amount, or he may elect 
to leave the entire amount in the company and receive annual 
dividends for a given number of years thereafter. 



METHODS OF CONDUCTING LIFE-INSI][RANCE 
COMPANIES 



STOCK PLAN 

5. There are three recognized methods of conducting life- 
insurance companies: the stock plan; the mutual plan; and the 
mixed plan. 

Under the stock plan the shareholders of the company, its 
proprietors, guarantee that if the premitims charged prove 
inadequate to pay all daims and expenses they will suffer the 
loss. In order to make this guarantee good they must, there- 
fore, provide their company with a substantial capital (in 
addition to the assets contributed by the policyholders), so 
that if during any year the insurance costs more than they 
receive they shall have an adequate fund from which to make 
up the deficiency. Also, as they take the chances of such a 
loss, the shareholders are entitled to any profits that may 
accrue. 



Digitized by 



Google 



§38 ACCOUNTS FOR INSURANCE COMPANIES 3 

6. The companies that do business on the stock plan arc 
called proprietary companies because they are owned and 
controlled by stockholders, the policyholdei's being simply cus- 
tomers. Although this system is for this reason popularly 
known as the stock plan, it is also designated the non-partici- 
pating plan because tmder it the policyholders do not participate 
in profits. 

7. The two strongest argiunents advanced by the advocates 
of the stock plan are: The stockholders, having embarked 
a considerable amount of their own money in the business, will 
manage it with caution and energy. Not only will the initial 
cost to the insured be less, but the rate' can never by any possi- 
bility exceed the rate originally charged. 



MUTUAL PLAN 

8. When the business is conducted on the mutual plan, 

the policyholder ceases to be a mere customer and becomes a 
sort of partner. The company may be said to be managed for 
the benefit of policyholders exclusively. It is true that they 
must pay higher premiimis than on the stock plan, but the 
advocates cff the plan claim that the ultimate cost will be less, 
because it will be reduced by dividends. The older mutual 
companies have no capital (over and above their accumulated 
assets) and the yoxmger companies have only a nominal 
capital.* 

9. The chief arguments advanced by the advocates of 
mutual insurance are: The plan is absolutely safe, whereas 
they daim that the stock plan is exposed to dangers that the 

* An amendment to the laws of the State of New York, passed in 1853, 
provided that all companies subsequently organized should have a capital 
of at least $100,000 invested in government bonds (or other prescribed 
securities) to be lodged with the government for the protection of policy- 
holders. The incofporators of mutual companies since then, while comply- 
ing with this law, have been able to organize their business on the niutual 
plan by appropriate charter restrictions. In such cases, the authority to 
vote for directors may vest in the holders of the capital, or the poj&cy- 
holders may be given the right to vote, or stockholders and policyholders 
may have joint control. 
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mutual company escapes. The ultimate cost to the policy- 
holder is, or ought to be less, under normal conditions. 

10. Popularity of Mutual Plan. — ^However opinions 
may differ as to the merits of the three systems, it is a fact 
that the bulk of the business has been transacted for a number 
of years on the mutual plan by companies organized on the 
mutual basis. There was a time when the stock plan was 
exceedingly popular, and it is still popular, but during recent 
years the volume of business done on the stock plan has been 
small as compared with the volume transacted on the mutual 
plan. 

MIXED PLAN 

11. A company conducted according to the mixed metliod 

has a capital, which is usually large, in addition to its accumu- 
lated assets. It offers its insurance on the participating plan. 
That is to say, the premium charged usually corresponds with 
that charged by the mutual company; and dividends are simi- 
larly returned to the policyholder. But the company does not 
agree to pay all the divisible profits to its policyholders; it 
reserves a portion for the shareholders, who are owners of the 
capital stock. Thus it will be seen that the mixed company 
conducts its business substantially on the mutual plan, although 
only a part of the profits go to policyholders, and although the 
government is like that of the stock company. 

12. The defenders of the mixed system daim the following 
advantages: The government and control are as definite and 
secure as in the case of the stock company. The zeal of the 
shareholders will insure so successful a management that after 
appropriating a moderate percentage of profits they will be able 
to pay policyholders as large dividends as could a purely mutual 
company. The large amoxmt of capital stock provides addi- 
tional security for policyholders. 
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INSURANCE BESEBVE 

13. The reserve is the amoxint required by law for an 
insurance company to have on hand in substantial assets to 
enable the company to carry out its contracts with policy- 
holders. As the company enters into contracts whereby it 
agrees to pay to the insured definite amotmts at death or at 
certain times, as at the end of, say, 10 or 20 years, it must set 
aside for each obligation such amoimts as will equal said 
obligation when it matures. The annuities set aside draw 
interest and are usually invested in good securities. The law 
requires that the reserves shall be figiu^ at conservative rates, 
either 3 or 3i per cent., according to actuaries' mortality tables, 
and the lower the rate the greater the amount to be reserved 
each year. Death claims, according to the mortality tables, 
average so many per year to the thousand; therefore, the com- 
pany must so arrange its income and reserves as to pay these 
claims and still provide for expenses, dividends, and surplus 
profits. 

New obligations are constantly being entered into and a 
continuous flow of premium money is being received, so it is 
impossible at any one time to say how much the reserve amounts 
to. The burden of keeping the reserve in condition devolves 
upon the actuarial department, and in estimating correct 
amounts every policy issued must be considered and averaged. 
The members of this department estLffiate that such a portion 
of the annual premium on each policy must be set aside as will 
be required to accumulate the face value of the policy at the 
estimated due date. Reserves, as such, are non-ledger accounts, 
that is, they do not appear as such in the ledger, but are so 
recorded in the annual statements to the various states in which 
a (jompany transacts business. 
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BUSINESS OF A COMPANY 



METHOD OF HANDLING 

14. The success of a life-insurance company depends on the 
amount of funds it can obtain as premiums from applicants for 
insurance and the successful investment of these funds. Appli- 
cations are called business, as it is on these applications that 
policies are issued. 

The course of the business as it goes through the various 
workings of the insurance office is as follows: Contracts are 
first made with agents who secure the business and the signature 
of the applicants. When the application is received at the 
head office, an acknowledgment is made to the agent who sent 
it. For every application received, a card is made out on which 
is written the name of applicant, date of application, date 
received, and the name of soliciting agent. The back of the 
card provides space for information concerning the medical 
examination. The application is then delivered to the medical 
department, where it is passed on by the department heads. 
This card is kept in a file, and one can always tell by referring 
to it just how far the application has gone. If the medical 
department approves the application, a clerk of this department 
stamps the card as approved on a certain date. The applica- 
tion is then delivered to the accoimting department, where 
several records must be adjusted before it is permanently filed. 



ACXX)UNTING METHODS 

16. The life-insurance company sells but one commodity, 
protection against death or accident, in return for whidi it 
receives from its patrons compensation in the form of cash 
premiums. The bookkeeping is, therefore, principally con- 
cerned with the recording of cash receipts and payments. The 
insured is required to make his premium payments at stated 
periods, but if they are overdue it is customary not to show them 
in the ledger accotmts. Of course the overdue premitmi is 
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disclosed in the poHcy holders' ledger accounts by the absence 
of any credit and the failure to pay a premium automatically 
lapses the policy and cancels the insurance protection. In the 
case of death, the company is liable for payment of a death 
claim, but that is not entered on the books imtil payment is 
made, so that nothing but cash transactions are included in the 
accoimts. 

The books of account used depend very largely on the 
character and scope of the transactions involved, though 
the ones most frequently used are the cash book, the journal, 
and the ledger, which is the fimdamental book. There are, 
however, nimierous subsidiary records, each of which has its 
fimctions to perform in the registration of facts and all of these 
are necessary in supplj-ing the data for accuracy of the ledger 
accoimts. 

16. The casli Journal, or casli book, is the principal 
book used in recording cash receipts. It usually has a number 
of subsidiaries known as the home-office cash booky the agents' 
cash book, the foreign cash book, and the cash-disbursements book. 
All money for. premiums paid to the home office is entered in 
the home-office cash book; moneys received from agents for pre- 
miums paid by policyholders to the agents instead of direct to 
the company are entered in the agents* cash book. The foreign 
cash book is used to record the receipt of moneys from policy- 
holders residing in the districts served by the company's branch 
offices. The cash-disbursements book records all the cash pay- 
ments that the insurance company is required to make. The 
results of the subsidiary cash books are recorded at given 
periods in the general cash journal and from thence posted to 
the ledger. Each cash book may be simple in form or have 
ntmaerous columns, according to the fimctions that it is called 
upon to perform. It is the practice of companies, however, to 
arrange them in columnar form. 

17. The general ledger of a life-insurance company con- 
tains the various real and nominal accoimts, the form being the 
same as that of any ordinary ledger. To the general ledger are 
posted the footings of the various columns as well as the separate 
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entries from the cash book. From these accounts are compiled 
the results and statements required at different periods, monthly, 
yearly, or oftener. 

Separate ledgers, known as the policyholders* ledgers, are kept 
for recording the accotmts of policyh9lders. Practice has shown 
that either the loose-leaf or card system is best adapted to this 
particular duty; either system permits the addition or removal 
of names without inconvenience. 

18. A duplicate set of policyholders' ledgers is kept in the 
actuarial department and contains the same information classi- 
fied according to types of policies. This is necessary, in order 
that the actuaries may be sure that there is ntiaintained at all 
times a proper mathematical reserve against the various classes 
of policies. Indeed it is the duty of the actuarial department 
to protect both the insurance company and the insured by 
the study of statistics and of mortality tables, and of actual 
facts. This information is a protection both to the company 
and to the insvired, because it enables the company to carry 
the risk of the insured at the lowest possible price consistent 
with safety. 

19. Agency Records. — ^The business of a life-insurance 
company is obtained mostly through its agents, who are com- 
pensated by salaries and commissions for the services rendered. 
The agents are required to make regular reports to the home 
office, of policies written, premiums collected, renewals, lapses, 
deaths, and all other information necessary for the company. 
Various agencies are located throughout the different states at 
the principal centers and these, in turn, have thei»- local sub- 
agencies in places of less importance. All writing of applica- 
tions, renewals, collection of premium payments are attended 
to in the district agency. It is obvious, then, that credit 
accounts must be kept at each agency for the various persons 
insured, in order that the agency and its subagendes may keep 
in touch at all times with the policyholders and make collections 
at proper times in accordance with the policy contracts. 

20. Liabilities. — ^Reserves, death claims, and matured, 
endowments not settled must be listed as liabilities. Dividends 
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left with the company (the company acting as a sort of banker) 
must also be shown as a liability, as the company is simply a 
depository for the benefit of the assured. When interest on 
policy loans is collected in advance, at the end of each year a 
certain portion is yet tmeamed, hence it is a liability and must 
not be overlooked. Medical fees due, taxes that have accrued, 
and simdry bills that are due constitute other Uabilities. These 
are followed by the capital stock and the balance or surplus. 
The surplus account represents the sum of dividends that are 
apportioned to the varioi^ policies, and the amount accruing 
to the stockholders. In mutual life-insvirance companies, all 
the surplus belongs to the policyholders and is included in the 
various fund accounts. 

Premiums paid in advance of due date, if any, constitute a 
liability of the company. If the insured dies before his full 
annual premium is paid, the company deducts the unpaid 
portion from the claim; on the other hand, should a premium be 
paid in advance the company would have to refimd, hence this 
amount is a liability. 

21. A trial balance is taken monthly. One taken as of 
December 31, is as follows. The items therein are classified 
under income, disbursements, assets, and liabilities. Cash- 
Premium Renewals Accounts represents the income from renewal 
premiums. First Year*s Premiums Account represents the 
iQcome on business for the first year only. The sum of these 
two is usually the basis for taxation by the various states. 
The various interest accounts explain themselves. Rent 
Received is income from rentals by sublease. Miscellaneous 
Accoimt is a suspense account usually representing income 
(renewal premiums) held awaiting proper adjustment; it is a 
resting place for cash received without letters of advice. 
All dividends applied to the purchase of paid-up insurance 
are both an income and a disbursement; as the same amount 
appears in either case, this is more a statistical accoimt 
than one to show loss or gain. The Mutual Life and Trust 
Account represents receipts from an old accoimt once 
charged 'off. 
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TRIAL BALANCE 

Modern Life Insurance Company 

December 31. 1914 



Income 


Debits 


Credits 


Cash premixim renewals 


$ 


355,764.76 


First year's premiums 




159,176.02 


Interest on notes and policy loans 




11,876.35 


Interest on mortgages 




58,305.67 


Interest on bonds 




449.75 


Rent received 




1,741.00 


Dividends applied to purchase of paid-up 






insurance 




99.00 


Modem Life and Trust Company • 




74.97 


Miscellaneous accounts 




100.09 


Disbursements 






Cash-surrender values $ 


20,601.55 




Dividends paid policyholders 


3,750.74 




Death claims 


30,610.00 




Matured endowments 


19,634.00 




Supplementary contracts not involving life 






contingencies, paid 


1,050.00 




Dividends applied to purchase of paid-up 






insurance 


99.00 . 




Dividends applied to pay renewal premiums 
Premium notes, lapsed 


1,219.15 




759.19 




Advertising 


1,377.72 




Agents' commissions, first year 


105,050.42 




Agents' conmiissions, renewals 


12,672.48 




Actuary fees 


2,000.04 




Conmiuted renewal commissions 


750.00 




Dividends to stockholders 


8,000.00 




Department fees 


1,722.48 




Fees for collection 


1,313.96 




Furniture and fixtures 


1,448.58 




Incidentals 


2,711.93 




Inspection of risks 


1,457.48 




Legal fees 


1,078.39 




Medical examination 


16,117.54 




Municipal and state licenses 


49.50 




Postage and expressage 


3,247.97 




Printing and stationery 


4,274.19 




Rent 


3,361.00 




Reinsurance on renewals 


1,189.95 




Reinsurance first year 


305.80 




Salaries to managers 


15,620.04 




Salaries to clerks 


14,185.84 




Salaries and allowances to agents 


13,456.70 




Telegraph and telephone 
Taxes, first year 


579.56 




2,292.90 




Taxes, renewals 


4,936.67 




Taxes, capital stock 


2,070.00 




Taxes, real estate 


3.77 




Taxes, miscellaneous 


7.37 




Traveling expenses 


1,928.91 


, 


Bad debts 


4,523.25 
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Assets 



Agents' accounts 


$ 42,274.32 




Bonds 


5,055.37 




Cash in home bank 


16,024.66 




Cash in outside banks 


11,625.51 




Policy loans 


180,991.09 




Mortgages on real estate 
Due from officers 


1,089,707.30 




60.00 




Premium notes, first year 


1,556.84 




Premium notes, renewals 


2,039.46 




Northern office, cash 


100.00 

LlABn.ITlES 




Joseph Danforth, fees unpaid 
Prottt-and-loss account (incl 




203.84 


uding capital 




$100,000) 




1,067,101.17 




$1,654,892.62 


$1,654,892.62 



22. The disbursements are usually classified as Amounts 
Paid Policy Holders and Other Disbursements. Under 
Amounts Paid Policy Holders is included amotirits paid for the 
surrender of policies, amotmts paid as dividends, death claims, 
matured endowments. Supplementary Contracts is an accotmt 
representing amoimts paid on instalment policies; that is, where 
the payment of a death claim is spread over a term of years. 
Premiums Notes Voided by Lapse represent all notes charged 
off where the assured failed to pay their premiums. Under 
Disbursements are other items, but the titles in most cases 
explain themselves. The accounts show expenditure or pay- 
ments to soliciting agents, amotmts paid stockholders, salaries 
to officers and clerks, department fees, legal and inspection fees, 
amounts paid to medical examiners, general expense charges, 
various amounts paid for taxes; the sum represents all expenses 
outside of those paid as benefits to policyholders. 

23. Mortgage loans, as a rule, represent the greatest portion 
of the assets of a company. Insurance companies are not 
allowed to invest in second mortgages, hence the mortgage' 
account represents a good investment. Policy loans represent 
money loaned on the security of the company's policies. The 
amotmt of loan on a policy plus interest should not be greater 
thaa the reserve belonging to it. Interest on policy loans is 
usually collected in advance, otherwise the company would 
lose by borrowers lapsing their policies. 

I L T 234—15 
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24. The various Pranium Notes Accounts represent per- 
sonal notes given by the assured, and are not admitted as assets 
unless the reserve on said policies is in excess of the notes 
received. This is true with the agents' accounts also. In the 
statement appended, only a portion of agents* account has been 
deducted as not admitted, although the practice is to deduct 
the whole amount. In this way a company practically estab- 
lishes a secret i-eserve, as most of these accoimts are paid at a 
later date. Furniture, fixtures, and supplies are not admitted, 
as it would be practically impossible to use these in liquidation 
of policy claims. 

25. Sample Statements. — The accompanyifig statement 
shows the manner of presenting information for publication. It 
shows the receipts and disbursements for the year as well as 
the assets and liabilities. The auditor's report is also attached. 

REVENUE ACCOUNT 

Year Ending December 31, 1913 

Receipts 

Premiums $10,881,232.62 

In teregfc and rents • 3,326,671 .35 

Supplementary contracts 443,532.02 

$14,651,435.99 
Disbursements 

Death claims, less $45,000 reinsurance ' $ 3,282,880.18 

Matured endowments, less $10,000 reinsurance 399,789.00 

Surplus returned to policy holders in dividends 2,078,191.67 

Surrender and canceled policies 1,263,634.86 

Total payments to policy holdei^ $ 7,024,504.71 
Claims under supplementary contracts not involving life 

contingencies 246,770.65 
Commissions and agency expenses 1,239,788.25 
Medical examinations and inspection of risks 101,611.95 
Investigation of policy claims and legal expenses 5,500.32 
Salaries of officers and home-office employes 295,934.00 
Rents, home office and agencies 99,351.10 
Advertising, printing, stationery, postage, telephone, tele- 
graph, express, and furniture 121,560.22 
Federal and other taxes, fees, and licenses 224,252.95 
All other insurance expenses 22,624.36 
Expenses on real estate "25,175.93 
Net expense? of mortgage-loan agencies 4,679.62 
Profit and loss 2,097.53 
Decrease by adjustment in book value of ledger assets 135,1 60.77 
Excess income over disbursements, increase in ledger assets 5,102,423.63 

$14,651,435.99 
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BALANCE SHEET 
Assets 

Mortgage loans ' $28,161,854.00 

Policy and premium loans 12,024,797.38 

Real estate 961,500.00 

Railroad and other bonds, market value 27,228,852.00 

Railroad stocks, market value 451,158.00 

Cash in banks, $2,101,373.33 at interest 2,393,627.14 

Cash in office 1,826.78 

Net deferred and uncollected premiums 1,361,731.27 

Interest due and accrued 1,138,466.11 

Gross assets $73,723,812.68 

T TARTT TTTWQ 

' Reserve, Massachusetts standard $66,066,293.00 
PoHcy claims awaiting proofs, $175,878.95; in course of 

settlement, $58,227.14 234,108.09 

Policy claims of 1913, reported to Company in 1914 52,223.00 

Supplementary contracts 699,540.30 

Unpaid dividends 106,945.30 

Accumulated dividend fund, subject to insured's order 1,395,031.19 
Dividends apportioned in 1913, payable first 5 months 

of 1914 1,005,707.14 

Federal and state taxes, payable in 1914, estimated 191,689.47 

Premiums, $60,057.89; interest, $1,146.36; paid in advance 61,204.25 

Unpaid expenses, bills not presented 45,444.64 

Surplus, December 31, 1913 3,865,626.30 

$73,723,812.68 

New insurance paid for in 1913, 16,357 policies, $39,721,961 
Insurance in force, 144,024 policies, $328,578,136. 

Springfibld, Mass. January 21, 1914. 
The receipts, disbursements, and balances of the Massachusetts 
Mutual Life Insurance Company for the year 1913, as shown by 
the foregoing statement, have been carefully audited under our 
supervision and found to be correct, and we have personally 
examined and verified the Company's securities. 

H. S. HYDE 1 

E. A. GROESBECK} Auditors. 

W. S. MARTIN J 

26. Annual Report to State. — ^Each instirance company 
is required to file a comprehensive annual report with the 
insurance department of every state in which it carries on busi- 
ness, and these reports are of course subject to careful scru- 
tiny by the various insurance commissioners. The report 
forms are about the same in all states and require an exhaustive 
description of the company's business, including assets and 
liabilities, income and expenditures, investments, reserves, 
insurance risks, death claims carried and paid, classes of policies, 
and classifications of risks carried, etc. 

The form required in Pennsylvania is a book containing 
44 pages 11| inches by 16 inches. Every page has to be used 
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14 ACCOUNTS FOR INSURANCE COMPANIES § 38 

to impart information; on page 1 is to be given the names of 
the officers and director^. In order to provide specific informa- 
tion on insurance accoimts and reports, pages 2 to 10. of this 
report are reproduced in Fig. 1 (a) to (i). 



FIRE INSURANCE 

27. Fire insurance is a contract to pay all, or a certain 
part of, any damage that may be done by fire to an insured 
property. Fire-insurance companies, or the companies that 
give this protection are organized in the same manner as other 
busiaess corporations, though imder special state insurance 
laws. 

28. Classes of Risks. — ^Fire-insurance companies have 
all risks carefully classified, and the rate of premium charged 
depends largely on the classifications. Classification is based 
on the location, condition of surrounding buildings, proximity 
to hazardous risks, construction and use of building, fumishiag, 
goods handled therein, public and private fire protection, etc. 
The companies have each city carefully surveyed and mapped 
so that every location and risk is not only clearly set forth in its 
maps but accurately surveyed, inspected, and described from 
top to bottom, including foundation, roof, surroimdings, and 
all moral hazards. 

29. Premiums, Reserves, and Reinsurance. — ^The 
insurance premiums received by the company for fire risks is 
generally paid in advance, instead of at stated periods as in 
a life-insurance company. This premiimi covers the full term 
of the policy, whether it is for 1, 3, or 5 years, or perpetual, and 
therefore cannot all be considered as earnings, for the current 
year. That portion that has already been earned, according 
to months in force, may be considered as earned income for the 
period, while the remainder must be held as a reserve for possi- 
ble fire losses during the years that the policy has yet to run. 
If the policy is for 1 year only and expires at the end thereof. 
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§38 ACCOUNTS FOR INSURANCE COMPANIES 15 

the premium received thereon will be considered as entirely 
earned and included as revenue for the year; but if the policy 
(beginning on, say, June 30 of the current year) continues over 
a term of 3 years, then one-sixth would belong to earnings of the 
first year and five-sixths carried as imeamed reserve to meet 
future losses. The vinexpired premium in each case is considered 
in proportion to the currency of the policy either in months 
or days. 

The fire losses that occur each year are chargeable against 
the earnings for £hat year, and the balance represents the net 
earnings of the company as av^able for distribution in the 
form of dividends. The reserve requirements are governed 
by the laws of each state and necessarily vary to some extent. 
It must be strictly maintained or the Insurance Commissioner 
will promptly proceed to wind up the affairs of the company. 
The Pennsylvania laws require that "the Insurance Com- 
nMSsioner shall calculate the re-insurance reserve for unex- 
pired fire risks, by taking 50 per cent, of the premiums on. all 
tmexpired risks that have less than 1 year to nm, and a pro 
rata on all premiums received on risks that have more than 
1 year to run." 

30. The 80-Per-Cent. CJolnsurance Clause. — It is 

the practice of insurance companies today in well-protected 
cities to require the property owner to insure his property to at 
least 80 per cent, of its value. Of course a person may insure 
his property for as low an amoimt as he desires, but unless 
this requirement of the companies is met, in case of any loss 
th6 insurance company will consider itself liable for only that 
portion of the loss represented by the proportion that the 
actual insurance taken bears to the required 80 per cent. It 
is an essential principle in fire insurance and companies enforce 
heavy penalties against those who decline to comply there- 
with, there being usually an addition to the rate otherwise 
required. The 80-per-cent. coinsurance clause is briefly ex- 
plained in the following illustration taken from a circular 
issued by The Philadelphia Contributionship, the oldest insur- 
ance company in America. 

279B— 10 
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16 ACCOUNTS FOR INSURANCE COMPANIES § 38 

The 80-Per-Cent. Coinsurance 
Tlie Principle of Coinsurance. — Under the principle of 
coinsurance the owner of a building has his losses paid only in the pro- 
portion that, the amount of insurance he takes out bears to the amount of 
insurance that the companies believe he should carry. 

Under the 80-per-cent. coinsurance clause, an owner must take out 
insurance to the amount of 80 per cent., or over, of the actual cash value 
of the property; that is, the cost of replacing the building at the time of 
the fire, if he desires to collect in full up to the amount of his policy, any 
loss that may occur. 

Example No. 1. — Cost of replacing building. $10,000 

80 per cent, of such cost 8,000 

Insurance taken out 6,000 

Loss t 4,000 

Result. — Amount collected from companies 3,000 

Owner fails to collect 1,000 

Explanation. — ^The owner should have taken out at least $8,000 
insurance but had only $6,000 and so became a coinsurer for $2,000, the 
amount of the deficiency; therefore, the companies pay only 6000/8000 
(6/8) of $4,000, or $3,000 and the owner himself loses the balance (2/8) of 
$4,000 or $1,000. The owner's loss might have been avoided by carrying 
the required amount of insurance, as in the following: 

Example No. 2. — Cost of replacing building $10,000 

80 per cent, of such cost 8,000 

Insurance taken out 8,000 ^ 

Loss 4,000 

Result. — ^Amount collected from companies , 4,000 

Explanation. — ^The owner had taken out insurance to the amount 
of 80 per cent, of the cost of replacing his building, or $8,000; therefore, 
the companies pay 8000/8000 (8/8) of $4,000, or $4,000 the full amoimt 
of the loss. 

Example No. 3. — If the loss equals or exceeds 80 per cent, of the cost 
of replacing the building the conditions will be as in the following: 

Cost of replacing building $10,000 

80 per cent, of such cost 8,000 

Insurance taken out 6,000 

Loss 8,000 

Result. — Insurance collected from companies. 6,000 

Loss to the owner 2,000 

Explanation. — The owner should have taken out at least $8,000 
insurance but had only $6,000 and while the companies pay 6000/8000 
(6/8) of $8,000 or $6,000, 'the full amount of the insurance, yet the owner 
himself has a loss of $2,000 because he was underinsured, and had not 
heeded the warning of the 80-per-cent. coinsurance clause. 

31. The following is made a part of each policy : 

Reduced-Rate Average Clause 

In consideration of the reduced rate at which this poHcy is written, it is 
expressly stipulated and made a condition of this contract that this com- 
pany shall be liable for no greater proportion of any loss than the amount 
hereby insured bears to 80 per cent, of the actual cash value of the property 
described herein at the tin^e when such loss shall happen, nor for more 
than the proportion which this policy bears to the total insurance thereon; 
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§38 ACCOUNTS FOR INSURANCE COMPANIES 17 

provided, however, that if the aggregate claim for any loss shall not exceed 
five (5) per cent, of such actual cash value, no special inventory or appraise- 
ment of the undamaged property shall be required. 

If this policy be divided into two or more items, the foregoing condi- 
tions shall apply to each item separately; and if two or more buildings 
or their contents be included in a single item, the application of the pro- 
vision as to special inventory or appraisement shall be limited to each 
building and its contents. 

32. Fire-insurance Accounts. — ^The following question 

is from a Pennsylvania examination and is used as a basis for 

study in the accounts of a fire-insurance company. From the 

trial balance of the Safety Fire Insurance Company, here 

shown, prepare a balance sheet at December 31, and the relative 

income account for the year ending that date; also describe the 

procedure adopted in verifying the assets and liabilities and 

make any criticisms in respect of reserves apparently omitted. 

TRIAL BALANCE 
December 31, 1913 



Stocks and bonds, book value 


$3,000,000 




Mortgage loans 


1,000,000 




Interest receivable on mortgage loans 


1,000 




Real estate 


500,000 




Cash at banks and on hand 


300,000 




Uncollected premiums 
Capital stock 


500,000 






$ 500,000 


Unpaid dividends 




100,000 


Sixrplus account, January 1, 1913 




2,000,000 


Grass premiums 




3,000.000 


Return premiums 


6,500 




Income from stocks and bonds 




25,000 


Interest on mortgage loans 




10,000 


Rents received 




200 


Losses 


210,000 




Reinsurance premiums 


10,000 




Commissions 


5,000 




Taxes 


4,000 




Salaries 


40,000 




Uncollectible premiums 


3,000 




Rebates 


200 




Real-estate expenses 


5,000 




Real-estate losses 


3,000 




Postage 


500 




Legal expenses 


500 




Maps 


15,000 




Underwriters' board and tariff associa- 






tions 


30,000 




Inspections and surveys 


2,000 




General expenses 


500 






$5,635,200 


$5,635,200 
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18 ACCOUNTS FOR INSURANCE COMPANIES § 38 

33. The question lacks many details that wotdd ordinarily 
be required to enable one to prepare a satisfactory statement, 
but this ilo doubt was the intention of the examiners, as the 
candidate is required to display his knowledge of fire-insurance 
accoimting without assistance. The book value of stocks and 
bonds is given, but not the par or market value thereof. Real 
estate is evidently to be taken at the book value. It is impossi- 
ble "to determine whether or not there is accrued interest on 
mortgages and bonds, other than the $10,000 shown, and we 
must therefore take the income from these sources as complete 
to date. Fire losses for the year amount to $210,000. Return 
premiums and reinsurance premiimis must be deducted from 
the gross prefkiums, which include premiums received during 
the year and all reserves carried over from previous years. It is 
obvious that only part of this amount can be apportioned as 
earnings for the current year, while the required reserves must 
be prorated to unexpired risks. This is the crucial test in the 
problem, and certain conclusions must necessarily be assimied. 
If the aggregate outstanding insurance was given and classified 
as to time to run, the prorating of reserve premiums would be 
an easy matter, but as the examiners have purposely omitted 
this information, it will be supposed that $750,000 has been 
earned during the year and that $2,250,000 is the imeamed 
reserve. From this year's earnings are deducted the fire losses, 
reinsurance, and return premiimis. The surplus account is 
very large when compared with the capital, and no doubt part 
of it was contributed by the original subscribers. The capital 
and surplus f tmds of insurance companies must be invested only 
in first-class mortgages and gilt-edged securities, on which there 
is required a given margin of safety. 

The main books used by fire-insurance companies are ledger 
and cash book, the latter with special coltimns to suit the income 
and disbursements. There are numerous records kept on cards 
and in books of various kinds, also reports from agencies, 
whence the greater part of the business comes. 

34. From thetrial balance justshown, an income-and-expense 
accoimt and also a balance sheet may be worked up as follows: 
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§ 38 ACCOUNTS FOR INSURANCE COMPANIES 19 



INCOME AND EXPENSE ACCOUNT 

Safety Fire Insurance Company 

December 31 



Expenses 


Income 




Commissions 


$ 5,000 


Premiums earned 


$734,500 


Taxes 


4,000 


Income from stocks and 




Salaries 


40,000 


bonds 


25,000 


Uncollectible premiums. 


3,000 


Interest on mortgage 




Rebates 


200 


loans 


10,000 


Real-estate expenses 


5,000 


Rents received 


200 


Real-estate loans 


3,000 






Postage 


500 






Legal expenses 


500 






Maps 


x5,000 






Boards and associations 


30,000 






Inspections and surveys 


2,000 






General expenses 


500 






Total expenses 


$108,700 






Balance down, excess of 








mcome over expenses 


661,000 
$769,700 








$769,700 


Fire losses paid during 




Balance down 


661,000 


year 


210,000 






Net earnings for year 


451,000 
$661,000 








$661,000 



BALANCE SHEET 

Safety Fire Insurance Company 

December 31 



Assets 



Liabilities 



Stocks and bonds $3,000,000 

Mortgage loans 1 ,000,000 

Real estate 500,000 

Cash 300,000 

Uncollected premituns 500,000 

Interest accrued on 

mortgage loans * 1,000 

$5,301,000 



Unpaid dividends 
Premiums unearned, not 

reserve 
Total liabilities 
Capital stock 
Surplus, January 1, 1913 
Net earnings for year 



$ 100,000 

2, 250,0 00 
$2,350,000 

500,000 
2,000,000 

451,000 

$5,301,000 



Premium Account 
Gross premiums received 
Less reserve for reinsurance, estimated 
Balance available as income for year 
Deduct: 
Return premituns 
Reinsurance premituns 
Balance, premiums earned 



$ 5,500 
10,000 



$3,000,000 

2,250 ,000 

$ 750,000 



15,500 
$ 734,500 
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20 ACCOUNTS FOR INSURANCE COMPANIES § 38 

35. Annual Reports and Statements. — ^An exhaustive 
annual report and statement must be sent to the Insurance 
Commissioner of every state in which the company does busi- 
ness. The reports must comply with the laws of said states, 
in some of which a deposit of securities must be made. This 
report inquires into every detail of the company's business and 
financial condition, and furnishes a most exhaustive exhibit of 
its affairs. In reporting assets, the company is required to 
deduct those that are not usually available for settlement of 
fire losses, as furniture, supplies, printed matter, etc., the com- 
pany's own stock owned or loans made thereon, bills receivable 
past due, agents' balances after a brief time has elapsed, loans 
on personal security, book values or ledger assets over market 
value, etc. The insurance department is always exacting, 
and any assets not capable of realizing full value on forced sale 
are either omitted or reduced to a safe working basis. All 
liabilities, no matter how small, of a real or contingent nature, 
must be amounted for, and all fire losses unpaid, whether in 
dispute or not, must be included at the face value of risks. 

The form does not differ very much from the one already 
shown for life-insurance companies, but in order to show 
the usual accounts required, the accompanying reproduc- 
tion of pages 2 to 9 of the Pennsylvania form are shown in 
Fig. 2 (a) to Qi), 
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MUNICIPAL ACCOUNTING 



INTRODUCTION 



GENERAL. EXPLANATIONS 

1. From the earliest times of which historical records 
remain, various peoples have found it convenient, or perhaps 
comfortable because of the resulting feeling of security, to 
congregate in communities which ultimately developed into 
cities, the earliest form* of municipalities. In Greece such cities 
assumed the functions of sovereignties, and in Italy the City 
of Rome became truly sovereign and may be said to have ruled 
the world. 

In the Middle Ages, the cities of Europe, including England> 
lost much of their importance and, with the exception of certain 
cities in Italy and others in Northern Germany favorably 
located for trade, left no impression upon the times. With 
the passing of feudal powers, the cities by degrees acquired 
local charters and became the important and influential com- 
munities that are now recognized. 

In the United States, many of the cities antedate the Revo- 
lution, having been established under authority of royal grants 
or charters. Upon the creation of the several states, the 
sovereignty theretofore vested in the English Crown reverted 
to the people, whose representatives formed legislative bodies, 
generally known as legislatures. Since the formation of states, 
cities have been created by the legislatures, under the authority 
of general laws or special acts conferring charters upon the 
municipalities. These charters will be more fully described in 
later pages. 

COPYRIQHTCO BY INTKRNATIONAL TEXTBOOK COMPANY. ALL RIGHTS RK8KRVKD 
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2 ' MUNICIPAL ACCOUNTING §39 

2. Development of Municipal Accounts. — Records 
are extant which indicate that in the earliest times cities kept 
records which perhaps met all of their requirements. 

In later times the methods applied to mimicipal accoimts did 
not progress as rapidly as did the municipalities in numbers, 
wealth, and population. Only within the last quarter of the 
nineteenth century have accountants shown an active interest 
in the accounts of municipalities and made persistent and sys- 
tematic attempts to place the accounts of cities on the same 
scientific basis required by private business concerns. Progress 
in this direction has been fostered by the Federal Bureau of 
Census; the Bureau of Municipal Research, a privately con- 
trolled* organization having its headquarters in the City of New 
York; many leagues or organizations of municipalities and 
accountants; and by the Bureau of Mtmicipal Accounts, a 
department in the office of the Comptroller of the State of New 
York, and similar governmental agencies. 

In the course of the application of modern methods of 
accounting to cities, it soon became evident that uniformity in 
the accounts of cities was desirable to the end that reports to 
the central authority should be uniform and readily adaptable 
for comparative purposes. This fact directed attention to the 
lack of uniformity in accounting terminology and prompted the 
Census Bureau to adopt standard terms, which are now included 
in the publications of that department. 

A discussion of accounting terminology, with definitions of 
terms, may be found in the 1906 and 1907 census reports on 
Financial Statistics of Cities Having Populations of Over 
30,000. 

3. Definitions. — ^Accounts are systematic records or 
statements of facts, usually of a financial character, either 
similar or dissimilar, and so arranged as to provide stunmaries 
OF balances. 

Accounting: is the art of recording, classifying, sum- 
marizing, analyzing, and interpreting facts relating to the acqui- 
sition, production, transfer, and ownership of articles of wealth 
or value. 
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§ 39 MUNICIPAL ACCOUNTING 3 

Municipal accounting is the application of accounting methods 
and principles to the business of municipal corporations. 

Corporations are legal entities created by or under author- 
ity of law and are either private or public. 

Private corporations embrace that large class of business 
organizations, now so common, which are principally engaged 
in the pursuit of gain, although there are many private cor- 
porations engaged ^wholly in charitable, religious, and educa- 
tional work. 

Municipal corporations are subdivisions of the state, created 
by or under authority of the laws of the state and endowed with 
more or less power of local self-government. There are, how- 
ever, certain subdivisions of the state exercising limited powers 
of local self-government, which are not in fact municipal cor- 
porations and are known as quasi-corporations. These embrivce 
special tax districts, school districts, and, in some states, 
parishes or counties. 

Unlike private or business corporations, municipal corpora- 
tions are not empowered to engage in business for profit ; but 
they are frequently permitted to engage in the conservation or 
the production and sale of certain commodities, such as water, 
gas, electricity. When so authorized, it is assumed that the ser- 
vice will be rendered to the consumer at the least possible cost 
and at rates that will prevent a deficit without creating a profit. 

4. Function of Municipal Accounts. — The chief 
function of a system of municipal accounts is the preservation 
of systematic records that will promptly disclose the cost of 
government for a fiscal period and that will furnish reliable 
data for future planning. When a plan of financial operation 
in the form of a budget has previously been adopted, the 
accotmts should show the results of the plan and furnish the 
responsible officers with information upon which to base future 
budgets. 

5. Comparison Between Private and Public 
Accounts. — The ordinary business corporation is organized 
with the aim of selling its product to the consumer at the high- 
est price obtainable and of distributing its profits in the form o i 
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4 MUNICIPAL ACCOUNTING § 39 

dividends to its stockholders. Such a corporation requires and 
usually maintains a profit and loss account. 

The municipal corporation aims to give the greatest amount 
of public service to the citizens within its boundaries at a 
minimum cost, hence it needs no profit and loss account, but 
may require accounts showing surplus or deficiency. The 
officers of private corporations may expend corporate funds for 
any purpose within the scope of the corporate organization and 
are rarely limited by a budgetary program. The officers of 
municipal corporations may expend its funds only fot public 
purposes and within the limits fixed by the charter or the 
financial plan previously adopted. Hence, private corporations 
need no appropriation accounts, although such accounts are an 
essential feature in a modern system of municipal accounting. 

The variances between public and private accounting do not 
relate to differences in methods, but rather, to the subjects con- 
cerning which information is sought. In both cases, the funda- 
mental purpose of keeping accounts is the same. The officers 
of each class of corporation desire to know the cost of carry- 
ing on the business. The managers of the private corporation 
desire to know whether or not the business is being so con- 
ducted as to produce dividends for its stockholders ; the officers 
of the public corporation, whether or not the business of the 
mimicipality is being conducted within its income. In both 
cases, the methods must be such as will enable the accounting 
officers, whether public or private, to supply with the least 
delay complete and accurate reports. Although diflfering in 
details, the principles underlying public and private accounting 
are the same. ' t 

6. Methods of Accounting:. — Until very recently the 
local officers of nearly all municipalities in the United States 
have been content with systems that disclosed merely the flow 
of cash in and out of the municipal treasury. Without any 
attempt at uniformity, each system reflected the notions of the 
individual charged with the duty of keeping the accounts, or, 
as was frequently the case, the practice of a predecessor. That 
a system of accounts which merely records cash receipts and 
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cash disbursements is incomplete and inadequate is now gen- 
erally admitted; and, in place thereof, systems are being 
adopted that will show not only cash received, but also revenue 
accrued, and not only cash paid out, but also expenses incurred. 

In commercial bookkeeping on a large scale, the single-entry 
set of books has long since been discarded and double-entry 
substituted. Double entry permits the use of real and nominal 
accounts, which provide an internal check on the clerical work, 
and make possible the preparation of trial balances and balance 
sheets from the information contained in the books. 

In attempting to record all the details of a municipality's 
financial transactions in a general ledger, such a book becomes 
unwieldy and unsuitable for handling. To obviate this diffi- 
culty, the controlling account has been evolved, by means of 
which the details are found in subsidiary ledgers. In other 
words, a controlling: account is an account that shows, in 
summary form, items that appear in detail in other accounts. 



MUNICIPAL. CORPORATIONS 

7. Classification. — In New York State the term munic- 
ipal corporation is defined by statute to include counties, 
cities, towns, and villages. By the constitution of the same 
state, cities are classified, according to population, as first class, 
second class, and third class. 

Cities, counties, towns, and villag:es are all defined as 
municipal corporations comprising the inhabitants within their 
respective boundaries, and formed for the purpose of exercis- 
ing such powers of local government as may be conferred or 
imposed by law. 

Of the four classes of municipalities, cities possess the largest 
measure of local self-government and present the greatest 
variety of problems to the accountant. 

In the following pages it is intended to take the third-class 
cities in the state of New York as types and to outHne a plan 
of accounting readily adaptable to the cities of that class. 

No attempt will be made to outline systems recording the 
transactions of public utilities, such as gas and electricity, for 
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the reason that such, ordinarily, are under the jurisdiction of 
public service commissions, and their accounts and reports 
must follow the regulations prescribed by the commissions. 

For a system of accounts for waterworks, the reader is 
referred to the uniform classification of accounts adopted by 
the American Water Works Association and by the Bureau of 
Census. 

8. Orgranization of Cities. — Cities are organized or 
created by acts of state legislatures, which are usually known 
as charters. In the case of each city, the charter is the funda- 
mental law which confers and defines its powers. Being a 
creation of statute, a city has only such powers as are expressly 
granted to it by its charter, or such as may be implied from the 
powers granted. 

9. Features Cominon to All Cities. — In all cities the 
powers are divided between executive and legislative branches. 
The executive powers are usually entrusted to a mayor, or to 
some ether officer by whatever name known. The legislative 
powers are usually entrusted to a board or commission known 
as the council, board of aldermen, or by some other similar 
title. Nearly all cities have a third subdivision, known as the 
judiciary, which is not a coordinate branch of the city govern- 
ment and bears no resemblance to the third branch of the 
Federal government which is known by the same name. 

The principal source of revenue of all cities is a property 
tax levied against the real property within the city limits, 
according to the assessed valuation, which is determined by a 
local officer or board known as assessor or board of assessors, 
as the case may be. Other revenue is derived from taxes 
levied or assessed against particular classes or certain kinds of 
property; for example, bank taxes, mortgage taxes, liquor 
taxes, and income taxes. Other revenue is also derived from 
the sale of privileges, such as special franchises, vendors' 
licenses, amusement permits, and dog licenses. 

Cities are usually permitted to procure funds to meet current 
expenses by means of temporary tax loans. Although the pro- 
ceeds of such loans increase the cash in the city treasury, the. 
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moneys so received are not revenues. The power to borrow 
money, liowever, is not inherent in cities, and does not exist 
unless expressly granted in the charter or by a general law 
which applies to all cities. 

Other receipts include the proceeds of sales of bonds, assess- 
ments against property to pay for improvements, and funds 
which are held in trust by the city. 

10. Constitutional Liimitations on Municipalities. 

The constitutions of many states impose limitations on the 
powers which may be granted to municipalities, including cities, 
and in the constitution of the state of New York the limitations 
are found in Section 10 of Article VIII. 

The charters of the cities of the third class in the state of 
New York are not uniform. The cities, however, are classi- 
fiable as follows : 

Group A, where the municipal activities are practically all 
administered by a government having one executive head and a 
single set of financial officers, and in which the various depart- 
ments are subject to one control or supervision. 

Group B, where the administration of municipal affairs is 
distributed among a number of more or less independent but 
correlated commissions or boards. 

Group C, where the administration of municipal affairs is 
vested in commissioners who, acting collectively, constitute the 
council, and individually are heads of various departments. 
This method is commonly designated as the commission form 
of government. 

11. Group A Charters. — The following is* an analysis 
of the charter of a city typical of those within Group A. 

The executive power is vested in a mayor, elected by all the 
voters of the city for a term of years named in the charter and 
usually paid a salary in an amount prescribed in the charter. 
He is required to enforce the laws .of the state and the ordi- 
nances of the Common Council and may appoint and at pleasure 
remove the heads of the administrative departments. 

In his capacity as manager of the affairs of the city, the 
mayor is assisted by an advisory board known as the Board of 

I LT 234— 16 



Digitized by 



Google 



8 MUNICIPAL ACCOUNTING §39 

Estimate and Apportionment, usually composed of the mayor, 
president of the Common Council, comptroller, corporation 
counsel, and the city engineer. 

The same officers who constitute the Board of Estimate and 
Apportionment, except that the commissioner of public works 
is substituted for the president of the Common Council, con- 
stitute the Board of Contract and Supply, which is charged 
with the duty of letting contracts for the performance of any 
work or for the supply of any material required by or for the 
use of any officer, board, or department of the city in all cases 
where the expense of such' work exceeds a sum specified in the 
charter. 

The administrative officers are comptroller, treasurer, cor- 
poration counsel, city engineer, commissioner of public works, 
and commissioner of public safety, who are elective or appoin- 
tive as the charter may prescribe. 

The comptroller is the auditing officer, to whom all claims 
against the city must be presented for audit and allowance. He 
is required to superintend the fiscal affairs of the city and to 
manage the same pursuant to law and the ordinances of the 
Common Council. He is required to keep a separate account 
with each department of the city ; to draw orders or warrants 
on the treasurer in payment of audited claims, and to perform 
such other duties as may from time to time be imposed upon 
him by law or by ordinance of the Common Council. 

The treasurer is tax collector, custodian of city funds, and 
disbursing officer. No money may be paid out by him, except 
upon the order or warrant of the comptroller, and he is 
required to render to the comptroller daily a statement of all 
moneys received and paid out by him. 

The corporation counsel is required to be an attorney and 
counsellor at law. He is the legal adviser of the Common 
Council and of the several city officers and is required to 
appear for and protect the rights and interests of the city in all 
actions and proceedings brought by or against it. 

The commissioner of public works is the head of the Depart- 
ment of Public Works and is charged with the supervision of 
construction and of repairs to streets, parks, city buildings, and 
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public places and, in cities owning a system of waterworks, 
usually with the superintendence of such system. 

The commissioner of public safety is the head of the fire 
and police departments, having power to appoint a chief of the 
fire department and a chief of police, firemen, and policemen. 

Other city officers having special and limited powers and not 
directly concerned with the management of city affairs are a 
commissioner of charities, judges of inferior courts of civil 
and criminal jurisdiction, assessors, a sealer of weights and 
measures, and members of a Board of Health. 

Nearly all cities also have a Board of Education, consisting 
of three or more members, usually appointed by the mayor, 
which is charged with the management and control of the 
public schools. 

The legislative power of the city is vested in the Common 
Council, composed of aldermen elected from the several wards 
or subdivisions of the city. The meetings of the Common 
Council or, as it is sometimes called, the Board of Aldermen, 
are presided over by the mayor or by, a president who, in some 
cities is chosen by the council from its members, while in other 
cities he is elected by the electors of the city at the same time 
and for the same term as the mayor. 

The Common Council has authority to choose a clerk, who is 
also city clerk, and whpse duties include the keeping of the 
minutes of the Common Council and other boards and the 
issue of licenses, permits, etc. 

The principal revenue of the city is derived from taxes, 
levied by the Common Council, upon an estimate of revenues 
and expenses previously prepared by the Board of Estimate and 
Apportionment. Upon the adoption of the estimate it becomes 
the tax budget and the amounts therein estimated for expendi- 
tures become appropriated in the amounts and for the several 
departments, offices, and purposes as therein specified for the 
fiscal year. After the adoption of the annual estimate, the city 
has power to borrow money for the payment of the debts and 
expenses of the city within the amounts appropriated therefor 
for the fiscal year, in anticipation of the receipt of the taxes and 
revenues applicable to such purposes. 
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12. Group B Charters. — ^The following is an analysis of 
the charter of a city typical of those within Group B. 

The mayor is the chief executive officer and is vested with 
authority and charged with the duties generally incident to the 
office. 

The chief fiscal officer is the city chamberlain, who performs 
such duties incident to the office as the Common Council may 
direct. He is required to maintain such records as will at all 
times reflect the status of the various funds of the city, which, 
in cities of this type, are or may be classified as follows : Fire, 
Police, Improvement, Sewer, Light, Water, Public Works, 
Poor, General City, and School, He is required to report 
monthly to. the Common Council as to the financial condition 
of the municipality. 

The officers, other than boards, are city judge, city clerk, city 
attorney, and city engineer, who are vested with the authority 
and charged with the duties incident to offices thus designated. 

Important administrative functions devolve upon various 
boards designated as follows : Board of Public Works, Board 
of Fire and Police Commissioners, Department of Public 
Instruction, Board of Healthy Department of Charities. 

The Board of Public Works consists of three members 
appointed by the mayor. This board is vested with the charge 
and management of all thoroughfares, sewers, waterworks, 
light plants, and appurtenances thereto. It appoints an engi- 
neer and a superintendent of public works. 

The Board of Fire and Police Commissioners consists of 
three members, appointed by the mayor, who appoint the chiefs 
of the fire and police departments and several subordinates. 
The board is charged with the duty of auditing the payroll of 
call firemen and claims against the fire and police department 
other than fixed salaries. 

The Board of Education consists of three or more members, 
appointed by the mayor, who have general supervision of all 
property used in the school system and the moneys raised for 
public-school purposes. They prepare an annual budget and, 
when finally adopted, file the same with the city clerk, where- 
upon the Common Council includes the amount thereof in the 
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tax and assessment roll for the ensuing year to be collected b)r 
the city chamberlain and credited to the general school fund of 
the municipality. 

The Board of Health consists of three members appointed by 
the mayor; they appoint the city physician and possess the 
powers of a board of health as defined by statute. 

The Department of Charities is under the supervision of a 
commissioner of charities, who is appointed by the mayor and 
who investigates all requests for public aid and approves or dis- 
approves of them. He files a statement of accounts and claims 
periodically with the Common Council, which possesses the 
power of audit in relation to the same. 

.The legislative power is vested in a Common Council, which 
consists of the mayor and aldermen, who enact city ordinances 
and possess the power of audit except in cases where the power 
is vested in one of the boards established under the provisions 
of the charter. 

13. Group C Charters. — ^The following is an analysis of 
the charter of a city t)rpical of those within Group C. 

The executive, legislative, and administrative powers in a 
municipality having this form of government are vested in 
commissioners. They are five in number, and acting collec- 
tively constitute the Council and individually are denominated 
as follows : 

Mayor, who is, ex-officio, commissioner of public affairs and 
a member of all city boards ; commissioner of public safety ; 
commissioner of public works ; commissioner of finance ; com- 
missioner of accounts. 

The mayor, as commissioner of public affairs, is responsible 
for the enforcement of the laws. He is the presiding officer of 
the Council and is charged generally with the oversight of all 
departments, boards, and commissions of the city, the Board 
of Education being an exception to this general provision. 

The commissioner of public safety, as the title implies, has 
charge arid supervision of the police, fire, sanitary, health, 
charity, and correction departments; Subordinate officers, of 
which the health officer is an illustration, aid him in the per- 
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formance of his duties. Collateral duties are imposed upon 
him by the charter, as, for example, inspection of plumbing, 
weights and measures, etc. 

The commissioner of public works has charge and super- 
vision of all public thoroughfares, public buildings, parks, 
water department, and all real and personal property owned, 
leased, or controlled by the municipality not in charge of any 
other department. He is also charged with the duty of recom- 
mending to the council necessary public improvements and has 
charge of construction of such when authorized. 

The commissioner of finance is ex-officio city treasurer and, 
therefore, has custody of all money coming into possession of 
or belonging to the city. He is required to maintain proper 
books of account, so that he may at any time inform the Coun- 
cil as to the financial status of the municipality or of any 
department thereof. He is the disbursing officer, making pay- 
ments, however, only upon the order of the Council by cer- 
tificate of the commissioner of accounts, taking an appropriate 
voucher therefor. He is ex-officio auditor, and examines and 
audits all bills payable before they are allowed by the Council. 
It is also his duty to prepare an annual budget and to present 
the same to the Council. 

The commissioner of accounts is ex-officio city clerk and as 
such performs all of the duties incident to the office* of clerk, 
including clerk of the Council at its meetings. He is the city 
collector and is responsible for the proper and prompt col- 
lection of taxes, assessments, water and other rents, licenses, 
fees, and of all money due the city from any source whatso- 
ever. He is also charged with the duty of assessing property 
located in the city. 

The judiciary power is vested in a court having civil and 
criminal jurisdiction. 

The subordinate officers and employes are nominated for 
positions in the various departments by the commissioner hav- 
ing direct supervision, and the appointment is effective after 
confirmation, by the Council. 

The Civil Service Commission is appointed by the Council 
and is vested with powers incident to such commissions. 
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THE BUDGET 



PURPOSE AND METHOD OF PREPARING 

14. Purpose of a Buds:et. — From an economic point of 
view, it is generally admitted that municipalities should not 
permit expenditures to exceed revenues. In other words, it is 
conceded that a policy of "pay as you go"' is better than the 
practice of first incurring the debt and then raising the money 
to pay. The better policy has been adopted by the officials of 
many municipalities and is imposed on many cities by pro- 
visions in the charters. 

Control over expenditures is obtained by means of a budget, 
an instrument which has been defined as follows : A budgret 
is a formal, complete, and final statement of a financial plan 
for a fiscal period, showing the authorized expenditures for 
that period and the estimated revenues and other means of 
meeting the expenditures. 

15. Procedure in Preparing: and Adopting: a 
Budg:et« — Cities that are on a budgetary basis because of char- 
ter requirements, must look to the charter for guidance as to the 
procedure to be followed in the preparation and adoption of 
the budget. In the case of municipalities other than cities, 
whose officials desire to adopt the budgetary plan, the govern- 
ing boards will usually be found possessed of power to provide 
for the adoption of the plan by rule, ordinance, or local law. 

16. In a t)rpical city of the third class in the state of New 
York, that is to say, a city having a population of less than 
50,000, the procedure leading to the preparation and adoption 
of the budget is, briefly, as follows : 

Within 30 days preceding the end of the fiscal year, the heads 
of all departments empowered to authorize or control expendi- 
tures are required to submit to the mayor estimates in writing 
of the probable revenues and expenditures for the next fiscal 
year in their departments. Thereupon, the mayor is required 
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to lay the estimates so submitted to him before the Board of 
Estimate and Apportionment. 

Within 30 days after the commencement of each fiscal year 
the Board of Estimate and Apportionment is required to make 
an itemized statement in writing of the estimated revenues and 
expenditures for the fiscal year ; this statement is known as the 
annual estimate. After completion, the annual estimate is sub- 
mitted to the Common Council by the Board of Estimate' and 
Apportionment, with such explanatory matter as the board 
may deem necessary. 

The Common Council is- required to consider the estimate, 
give a public hearing thereon, and adopt the same as submitted, 
or it may diminish or reject any item therein contained and 
adopt the estimate as so amended. The Council may not, how- 
ever, diminish or reject any item which relates to salaries, the 
indebtedness, or estimated revenues, or amounts due upon 
judgments, or to sinking funds, or the estimates submitted by 
the Department of Education. 

When the Council shall have adopted the estimate, it must 
be entered in its minutes, and the sums therein estimated 
for expenditures thereupon become appropriated in the 
amounts and for the several departments, offices, and pur- 
poses as therein specified, for the fiscal year. 

When the amount required to be raised by tax to meet esti- 
mated expenditures is determined, the Common Council is 
required to levy and raise that amount by a tax against the 
property liable therefor within the city. 

17. Budgetary control is that control which, by means of a 
budget, the tax-laying board or commission secures over the 
expenditures of all municipal departments. Upon the adoption 
of the budget, the sums therein allotted to the various depart- 
ments become known as appropriations, the amoimt of each 
indicating the extent to which each department may incur liabil- ^ 
ity without further authorization or appropriation by the 
budget-making board. The limitation on the spending power 
of each department will be found in the city's charter, in a 
local law or by-law, or in the resolution adopting the budget. 
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FORM OF BUDGET 

18. In its final form, the budget should include appropria- 
tions of revenues, as well as of expenditures, so arranged as to 
correspond in terminology and in classification with the 
accounting plan. It should be divided into two parts ; namely, 
(1) appropriations; (2) provisions for meeting appropria- 
tions. 

19. Classification of Expenses. — In the budget and in 
the accounting plan expenses are classified by governmental 
function and by objects of Expenditure. 

The functional classification and the standard expense 
accounts are in use in municipalities in the state of New York 
using systems of accounts formulated by the comptroller of 
that state. 

20. The classification by governmental function is 

based upon the classification adopted by the Bureau of Census 
in its annual reports of the financial statistics of cities and is 
as follows: 

I. General Government. 
IL Protection of Person and Property. 

III. Conservation of Health. 

IV. Sanitation and Promotion of Cleanliness. 
V. Highways. 

VI. Charities and Corrections. 
VII. Education. 
VIII. Recreation. 
IX. Public Utilities — Non-Commercial. 
X. Miscellaneous. 
XL Municipal Indebtedness. 
XII. Construction and Permanent Improvements. 

(Financed from current revenues.) 
XIII. Public Utilities— Commercial. 

21. The classification by objects of expenditure 

requires the use of four standard expense accounts, which, in 
connection with the possibility of further itemization or sub- 



Digitized by 



Google 



16 MUNICIPAL ACCOUNTING § 39 

division, furnish all the details which reasonably may be 
required. The four standard expense accoimts are as follows : 

1. Salaries, Wages, and Fees. 

2. Purchase of Equipment. 

3. Materials and Supplies. 

4. Expenses. 

If further itemization be required, the accounts Materials 
and Supplies and Expenses may be subdivided as follows : 

3. Materials' and Supplies. 

(a) Fuel. 

(b) Food. 

(c) Other materials (specify). 

(d) Other materials (specify). 

4. Expenses. 

(a) Traveling. 

(b) Printing and Advertising. 

(c) Maintenance of Equipment. 

(d) Office Expense. 
(•e) Insurance. 

(/) Repairs to Buildings by Contract. 

(g) Light and Power. 

(h) Rent. 

(i) Other expenses (specify). 

(;) Other expenses (specify). 

22. Classification of Receipts. — Receipts are classi- 
fied as revenue and non-revenue. Revenue receipts include 
such as are applicable to the current maintenance and support 
of government, such as taxes, licenses and permits, fines and 
penalties, interest, rent, departmental earnings, etc. 

Non-revenue receipts include the proceeds of temporary 
tax loans, transfers, refunds, and other receipts which are 
received and paid by the municipality as a fiduciary, that is to 
say, as agent or trustee, and in which the municipality acquires 
no proprietary interest. 

23. Further Classification of Expenses and 
Receipts. — Besides the classification of expenses and (rf 
receipts already described, expenses and revenues are segre- 
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gated or classified by departments. This means that appropria- 
tions for expenditure by the mayor are listed under the head- 
ing Mayor, and appropriations for expenditure by the Common 
Council are listed under the heeding Common Council, and so 
on with each department, and likewise with revenues. If it be 
expected that receipts will be forthcoming from any depart- 
ment, that fact should be shown in the budget, under the name 
of the department expected to produce the revenue. 

The departmental titles, or headings, must correspond to the 
names of the offices or departments found in the various munic- 
ipalities. In almost all instances, however, the titles will bear 
close resemblance to the titles in the following outline of a 
budget. 

outline: of budget 

24. The following abbreviated form of a budget will show 
only functional and departmental classification of expenses and 
sources of income, with the standard expense accounts inserted 
only after the first subdivision. It must be understood that the 
expense accounts are used in connection with each department 
to which they are applicable. 

APPROPRIATIONS 



I. General Government 



Aldermen or Council : 



1. 


Salaries, wages, and fees 


(g) Light and power 


2. 


Purchase of equipment 


(h) Rent 


3. 


Materials and supplies 


(i) Other expenses 




(a) Fuel 


Mayor 




(b) Food 


City manager 




(c) Other materials 


Board of Estimate and Apportion- 


4. 


Expenses 


ment 




(a) Travel 


Board of Contract and Supply 




(b) Printing and adver- 


Purchasing agent 




tising 


City comptroller or commissioner 




(c) Maintenance of equip- 


of accounts 




ment 


City treasurer or commissioner of 




(d) Office expense 


finance 




(e) Insurance 


Receiver of taxes or tax collector 




(/) Repairs to buildings 


City, clerk or clerk of council 




contract 


Assessors 
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Law Department — Office of cor- 
poration counsel 

Civil Service Commission 

Office of commissioner of public 
works 

Office of commissioner of public 
safety 



Office of city engineer 

Elections 

City or municipal court 

Municipal buildings and offices 

Undistributed expenses 



II. Protection of Person and Property 



Bureau of Building Inspection 

Plumbing Board 

Plumbing inspection 

Sealer of weights and measures 

Public pound; dog catcher 



Bureau of Police — Police force 

Bureau of Police — Care and main- 
tenance of buildings and grounds 

Bureau of Fire — Fire-fighting 
force 

Bureau of Fire — Care and main- 
tenance of buildings and grounds 

III. Conservation of Health 
Administrative expenses (Board Isolation hospital or isolation at 

of Health and health officer) homes 

Conservation and Inspection Auxiliary activities 

Public-health laboratory 

IV. Sanitation and Promotion of Cleanliness 
Bureau of Sewers Refuse and garbage disposal plant 

Street cleaning Sewage disposal plant 

Refuse and garbage collection and Public comfort stations 

disposal 

V. Highways 
Administration of highways — Of- Highways and bridges — Care and 

fice of Bureau of Streets or maintenance 

Highways ^ Highway buildings 

Snow and ice removal 

VI. Charities and Corrections 
Commissioner of charities or Veterans' relief 

overseer of poor City hospital 

Outdoor poor relief * Correctional institutions 

Poor in institutions or families Probation Board or officer 

Vn. Education 



Administration 

Elementary schools — Expense of 
instruction 

High schools — Expense of in- 
struction 

Other schools — Expense of in- 
struction 



Operation and maintenance of 

school plant 
Health service in schools 
Auxiliary agencies 
General expenses — Schools 
Public library 
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VIII. Recreation 
Park Department Band concerts, celebrations and 

Playgrounds entertainments 

Public baths Memorial Day observance 

IX. Public Utilities — Non-Commercial 
Public market Cemetery 

Public docks 

X. Miscellaneous 
Judgments and settlements Deficiencies in collection of taxes 

Refunds of taxes State and county taxes 

XI. Municipal Indebtedness 
Redemption of debt Interest on funded debt 

Contributions to Sinking Fund Interest on temporary loans 

XII. Construction and Permanent Improvements 
Assessments against City prop- City's share of assessment work 
erty Other construction items 



XIII. Public Utilities — Commeroal 



Operation and maintenance, Water 
Department 



Administrative and general ex- 
penses 
Water debt 

PROVISIONS FOR MEETING APPROPRIA'f IONS 
I. Estimated Revenues — Miscellaneous Revenues 



Special taxes: 

Bank stock taxes 

Mortgage taxes 

Insurance taxes 
Licenses and permits: 

Liquor licenses (Excise tax) 

Marriage licenses 

Dog licenses 

Amusement licenses 

Vendors* licenses 

Departmental permits 
Fines and penalties: 

Police or city court fines 
Interest and penalties: 

On taxes 

On bank balances 
Rent of city properties 
State apportionment for schools 
Departmental earnings: 

City court (fees) 

City treasurer 



City clerk (fees) 

Law department 

Municipal buildings 

Bureau of Police 

Bureau of Fire 

Bureau of Building Inspection . 

Sealer of weights and measures 

Board of Plumbing Examiners 

Board of Health 

Street cleaning department 

Public baths 

Commissioner of charities 

City hospital 

Board of Education 

Public library 

Park department 

Public markets 

Public docks 



Total, miscellaneous revenues 



Digitized by 



Google 



20 MUNICIPAL ACCOUNTING § 39 

II. Earnings of Commercial Public Utilities 
Municipal Water Department: Other revenues 

Sales of water Total, earnings -of commercial pub- 

Other revenues lie utilities 

Municipal Lighting Department: Total, estimated revenues 
Sales of current 

III. Current Surplus of Prior Year 

Available for reduction of taxation 

IV. Contributions From Sinking Funds 

(Give title of each fund) 

V. Tax Levy 

To balance 

Total budget 



THE ACCOUNTING PLAN 

25. Since the charter provisions of various cities vary in 
details, it will be found necessary to refer to the charters to 
know the details required to be exhibited in each particular 
city. Notwitjistanding the .variation of details, it will generally 
be found that, fundamentally, the powers and duties of the 
officers as a whole are the same and^ that it is possible to 
formulate a system of accounts following general principles and 
permitting such variations in details as the local conditions 
ihay require. 

BOOKS USED 

26. It is assumed that the reader is familiar with the books 
commonly used in business, such as Cash Book, Journal, and 
Ledger. The ordinary form of journal and ledger is intended 
to be used in operating the plan described herein. The Cash 
Book should.be specially ruled by columns developing totals 
for posting to controlling accounts, the details of which are 

' posted to subsidiary records. 

Other books of original entry required are : Order Register, 
Claim Register, Warrants Payable Register, 

27. Order Reg:ister.-:;-The Order Register is used to 
enter orders presented to the comptroller for his approval 
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§ 39 MUNICIPAL ACCOUNTING 21 

before the debt may be incurred. The form is as shown in the 
Record of Orders and Contracts shown in Fig. 1. As in the 
Cash Book, totals are developed for posting to the controlling 
account in the General Ledger and the details are posted to sub- 
sidiary records. The totals are posted to the controlling account 
by means of periodical entries which diminish the a,ppropria- 
tions and set up reserves to meet the vouchers when presented. 

28. Claim Register. — The Claim Register, the form of 
which is shown in Fig. 2, is the book of original entry of claims 
presented for audit. The claim when presented for audit 
should be accompanied by a copy of the order previously 
issued, which furnishes the comptroller with the information 
required to cancel the reserve previously established. This is 
done by the entry of the amount of the order in a column pro- 
vided for that purpose, the total of which is posted periodically 
to the controlling account in the General Ledger and the 
details are posted to a subsidiary record. 

This book also contains a column for the claims audited, the 
total of which is posted to a controlling account in the General 
Ledger and the details are posted to a subsidiary record. 

29. Warrants Payable Register. — After claims are 
audited, accounts are drawn on the treasurer or disbursing 
officer by the comptroller and entered in a Warrants Payable 
Register, the totals of which are posted to the audit side of an 
account in the general ledger called Warrants Payable and to 
the credit side of cash. 



THE ACCOUNTS 

30. General Ledger Accounts. — In the General Ledger 
the accounts are segregated into four groups as follows : 

Current Capital 

Assessment Trust 

By this method the accounts dealing with the same class of 
transactions are grouped in the General Ledger, which is phys- 
ically subdivided by colored sheets or tabs bearing the name of 
the group. The groups in effect comprise separate and distinct 
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ledgers, although they are within the same volume and are self- 
balancing. The value of such a separation will be obvious 
when it is pointed out that funds applicable to one of the four 
purposes named may not be applied to any one or more of the 
other purposes. 

31. The accounts in the current group contain the 
record of the current operations of the city. These accounts 
are closed periodically into a Current Surplus account which 
indicates the result of the financial plan adopted at the begin- 
ning of the fiscal period. If current revenues exceed current 
expenses a surplus will result. On the other hand, if the 
cfxpenses exceed the revenues a deficiency will follow. 

32. The accounts in the assessment group record the 
transactions in connection with city improvements that are 
financed by means of special assessments levied against groups 
of property owners. These accounts, if all assessments have 
been paid during the fiscal year, will show neither a surplus nor 
a deficiency. 

33. The accounts in the capital group record the trans- 
actions in connection with city improvements made at the 
expense of the city at large and which are financed by the issue 
of bonds, or by appropriations. 

City properties, at their appraised or assessed values, are 
included in this group and represent assets of the city, which, 
when set up against the bonded debt (liabilities) show the 
capital surplus. 

34. The accounts in the trust grroup record the receipt 
and disbursement of funds in which the municipality acquires 
no proprietary interest and acts only as agent or trustee. 

35. Subsidiary Records. — ^As already defined, a con- 
trolling: account is one that shows in summary form the items 
which appear in detail in other accounts. The other accounts, 
which show the details are called subsidiary accounts. In 
this Section, the controlling accounts are indicated by means 
of an asterisk (*) preceding the title; for example, 

♦Current Revenues. 
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For subsidiary records two or more books should be used. 
Because of the large number of items relating to expenditures 
for which appropriations may be made, one subsidiary ledger 
is used to record such expenditures and is called the Appropria- 
tion Ledger, or Ledger A. All other subsidiary items may be 
recorded in a single volume, known or denominated as 
Ledger B. 

For the purposes of Ledger B, any ordinary form of com- 
mercial ledger may be used. Ledger A requires special ruling 
of the form shown in Fig. 3. 



CURRENT ACCOUNTS 

36. The current accounts in the General Ledger are as 
follows : 

Debits Credits 

Current Cash Current Claims Audited 

Taxes Receivable — Current Current Warrants Payable 

Taxes Receivable — County Current Loans 

Tax Sale Due to Other Accomits 

Taxes Receivable — ^Arrears Due to County Treasurer 

Due From Other Accounts Reserve for Current Obligations 

Sinking Fund Contribution Re- Current Revenues — Estimated 

quired Current Revenues — ^Unestimated 

Estimated Revenues Current Appropriations 

Current Surplus 

Explanations for the use of these accounts follow and illus- 
trative entries are given for transactions of frequent occurrence. 



BNTRIBS RECORDING THB BUDGBT 

37. At the beginning of a fiscal year the books of a city dis- 
closed a current surplus of $5,000. The Board of Estimate and 
Apportionment prepared and the Common Council adopted a 
budget with appropriations amounting to $425,000, estimated 
revenues in the sum of $10,000, sinking fund contributions to 
meet maturing instalments on the bonded debt provided for in 
the budget in the sum of $10,000, and after applying the cur- 
rent surplus on reduction thereof, a tax levy of $400,000. 

I L T 234—17 
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This information is transmitted to the comptroller by the 
city clerk, who delivers to the comptroller a copy of the budget 
adopted by the Common Council. 

Thereupon, the comptroller makes the following entry in his 
Journal : 

Current Surplus $ 5,000 

Estimated Revenues 10,000 

Sinking Fund contribution required 10,000 

Taxes Receivable — current 400,000 

To ^Current Appropriations $425,000 

38. Camments -011 the Foregoing: Entries. — Cur- 
rent Surplus in the General Ledger will be debited when the 
item is posted. It is assumed that at the date of this entry the 
ledger account, Current Surplus, shows a credit balance which 
will be offset by this debit entry. During the year this account 
will be debited with charges or payments on account of 
expenses of prior years, unless a reserve or some other pro- 
vision has been made to meet such charges and payments. At 
the end of the fiscal year there will be transferred to this 
account the amounts of the debit balances in the accounts 
called Estimated Revenues and Appropriated Revenues. 

During the year Current Surplus will be credited with the 
amounts of reserves cancelled which exceed the reserves set 
up. At the end of the fiscal year there will be transferred to 
Current Surplus the credit balances in the accounts known as 
Current Revenues — Estimated, Current Revenues — Unesti- 
mated, and the credit balance in the account known as Cur- 
rent Appropriations, which balance represents unencumbered 
balances of all current appropriation accounts. 

At the close of the fiscal year and when the entries described 
have been made, the account will show either a debit or credit 
balance. A debit balance means a current deficit, or, in other 
words, that expenses have exceeded revenues. A credit balance 
means a current surplus, or an excess of revenues over expenses. 

Where a deficit appears, the amount thereof is carried for- 
ward and included in the succeeding tax levy. The amount 
of a surplus, if such be shown, is carried forward and applied 
in whole or in part to the reduction of the tax levy. 
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39. Estimated Revenues in the General Ledger is 
debited with amount of revenues which the appropriating board 
has estimated will be received during the current year and 
which has been applied in reduction of the tax levy. If during 
the year revenues in excess of the amounts estimated are 
derived from estimated sources and are applied or transferred 
to the credit of appropriations or other accounts, they are 
debited to Estimated Revenues. At the end of the year this 
account will be closed by a credit entry, the amount of which 
will at the same time be debited to Current Surplus. 

During the year and until the books are balanced, the Esti- 
mated Revenues account will show a debit balance, which, 
when contrasted with the credit balance in the account called 
Current Revemves — Estimated, indicates either the amount of 
anticipated revenues which must accrue or be received in order 
to meet the requirements of the budget and subsequent appro- 
priations from such revenues, or an excess of current revenues 
from estimated sources over the amounts anticipated and 
appropriated. 

Care should be taken to avoid confusion between the titles 
of the ledger accounts, Estimated Revenues, and Current 
Revenues — Estimated. The title Estimated Revenues, as has 
been explained, refers to the revenues which the appropriating 
board has estimated will be received during the fiscal year and 
the amount of which as estimated has been applied to reduce 
the tax levy. 

The term Current Revenues — Estimated refers to revenues 
of the same character as those included in Estimated Revenues, 
but which have actually accrued or been collected. 

Current Revenues — Unestimated means revenues collected 
or accrued, which were not considered when the budget was 
prepared. 

The account Estimated Revenues will not be required in 
those cities whose charters do not permit the making of appro- 
priations based on estimated revenues as well as on taxes. 

40. The account known as Sinking: Fund Contribu- 
tion Required is charged (debited) with the amount esti- 
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mated in the budget as the contribution of the sinking funds to 
meet maturities of bended debt provided for in the budget. 

The same account will be credited when payments are made 
from sinking funds to the current accounts to meet the esti- 
mated requirements. 

A debit balance, if any, indicates the amount of contributions 
from sinking funds remaining tmpaid. 

41. The account known as Taxes Receivable will be 
debited with the amount of the tax levy and with such addi- 
tional items as may be charged against taxpayers and collected 
with the taxes. 

This account will also be debited with the amounts refunded 
on account of erroneous or excessive payments, not including, 
however, such refunds as may be made only after authoriza- 
tion by the proper board and appropriation therefor. 

From time to time this account will be credited with the 
amounts collected on account of current taxes, with amounts 
cancelled, and with amounts transferred to Tax Sale account. 

A debit balance remaining in this account indicates the 
amount of uncollected taxes and should correspond with the 
amount of unpaid taxes on the current tax roll. 

42. Current Appropriations is a controlling account 
and should be supported by items in a subsWiary ledger, known 
as the Appropriation Ledger or Ledger A, 

In the General Ledger, Current Appropriations is credited 
with the total of the appropriations in the budget, and from 
time to time with such transfers or additional appropriations as 
may be made under authority of the appropriating board, and 
with refunds of erroneous payments. 

Certain debits and credits in this account in connection with 
the issue of orders effecting commitments or charges against 
appropriations, the cancellation of such items, and the audit of 
claims will be more fully explained further on in Art. 51. 

At the close of the fiscal year Current Appropriations 
account will ordinarily show a credit balance, which represents 
the unencumbered balance of appropriations and will be closed 
into Current Surplus. 
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The balance in Current Appropriations account should cor- 
respond with the aggregate of the balances in the Appropria- 
tion Ledger. 

BNTRIBS RECORDING SUNDRY RBCBIPTS 

43. From time to time the treasurer receives cash from 
sundry sources and reports the same daily to the comptroller. 

The comptroller records the receipts in a Cash Book properly 
ruled to develop totals of the several classes of collections. 
The details are posted item by item to proper accounts in the 
subsidiary ledger (Ledger B) and the totals are posted peri- 
odically to the controlling account. 

The following entries illustrate the method of recording 
receipts from taxes, estimated revenues, unestimated revenues, 
sinking fund contributions, and the proceeds of temporary 
loans issued in anticipation of taxes : 

Current Cash $300,000.00 

To Taxes Receivable . $300,000.00 

Current Cash 10,000.00 

To Sinking Fund Contribution Required 10,000.00 

Current Cash 8,000.00 

To ^Current Revenues— Estimated 8,000.00 

Current Cash 3,000.00 

To ^Current Revenues — Unestimated ' 3,000.00 

Current Cash 50,000.00 

To Current Loans 50,000.00 

44. Cominents on the Fores:oins: Entries. — It is 

elementary that cash account is debited when cash is received 
and credited when cash is paid. In the current group the cash 
account is called Current Cash and is so segregated to prevent 
expenditure of the cash for other than current purposes. 

45. The accounts known as Taxes Receivable and Sinking 
Fund Contribution Required have been described in Arts. 40 
and 41. 

The entries illustrated mean that taxes of the current year 
to the amount of $300,000.00 have been collected and the sum 
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required of the sftiking funds has been transferred from Sink- 
iag Fund accounts to the current group. 

46. The account known as Current Revenues — Estimated 
is credited with receipts of revenues from sources estimated in 
the budget. 

The same account will be debited^ with the amount of items 
refunded and which had been previously credited. 

At the close of the fiscal yeaj* a credit balance will be closed 
into Current Surplus. 

47. The account known as Current Revenues — Estimated 
is substantially the same as the account Current Revenues — 
Unestimated. The distinction between Current Revenues — 
Estimated and Current Revenues — Unestimated is explained in 
Art. 39.' 

48. The account known as Current Loans is credited when 
temporary loans in anticipation of taxes are issued. 

The same account is debited when the loans are paid. 
A credit balance indicates the amount of temporary loans 
outstanding. 

BNTRIES AFFECTING APPROPRIATIONS 

49. When orders for riiaterials or supplies are presented 
to the comptroller for his approval they are entered in an order 
register. Details are posted item by item to the proper accounts 
in the Appropriation Ledger, a column being provided on each 
page for that purpose. Totals are posted periodically to 
accounts in the General Ledger by means of the following form 
of entry. 

♦Current Appropriations $100,000.00 

To ♦Reserve for Current Obligatiofts $100,000.00 

Claims of the current year presented to the comptroller for 
audit have annexed copies of the orders previously approved by 
the comptroller. The claims are entered in a Claim Register, 
of the form shown in Fig. 2, having columns in which to enter 
the amount of the claim and the amount of the order cancelled. 
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50. In each instance details are posted to columns provided 
in the pages of the Appropriation Ledger and the totals are 
posted periodically to accounts in the General Ledger by means 
of entries as follows : 

♦Reserve for Current Obligations $ 90,000.00 

To ♦Current Appropriations $ 90,000.00 

♦Current Appropriations 400,000.00 • 

To Current Claims Audited 400,000.00 

51. Coininents on the Fores:oing: Entries. — In 

Art. 42 the account called Current Appropriations is described, 
leaving for consideration here the phases of that account and 
of the account called Reserve for Current Obligations indicated 
by the foregoing entries. 

The account called Current Appropriations is intended to 
show at all times the limit of the city's spending power for 
current purposes. That limit stands at the total of appropriar 
tions, or, as sometimes called, authorizations, when the budget 
is adopted. The limit is reduced when an order is issued and 
approved by the comptroller. ^Orders are presented to the 
comptroller for his certification to the effect that an unencum- 
bered balance remains in the account, a fact he ascertains by 
reference to the account in the subsidiary ledger. The orders 
are made by the department in triplicate, one copy remaining 
in the department files, one being left with the comptroller, and 
the third being delivered to the party to whom it is directed, for 
annexing to the claim. 

The orders left with the comptroller are entered in an Order 
Register ruled to produce totals for posting periodically to the 
controlling accounts called Reserve for Current Obligations 
and Current Appropriations, the details of the reserve being 
posted by items to proper columns in the Appropriation Ledger. 
The journal entry for totals is the one shown in Art. 49. 

When the order is returned annexed to the claim, the reserve 
is cancelled and the appropriation restored by reversing the 
entry as shown In Art. 50. The information upon which this 
entry is based is taken from the Claim Register. The Claim 
Register is ruled to produce totals for posting periodically to 
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the controlling accounts, the details of cancellations being 
posted by items to the -proper column in the Appropriation . 
Ledger. 

Cdincidentally, the total of the column in the Claim Register 
showing claims audited is posted to the controlling account 
(Current Appropriations), the details being posted to the 
proper column in the Appropriation Ledger and the same 
amount credited to an account in the General Ledger called 
Current Claims Audited. 

The total of current claims audited will usually exceed the 
total of orders reserved and cancelled, for the reason that 
current claims audited include salaries, payrolls, bonds, interest, 
and other items for which no orders have been issued. 

A credit balance in the account called Reserve for Current 
Obligations shows the amount reserved for the payment of 
claims not yet presented for audit, and at the close of the 
fiscal year will be carried forward. 

52. The account called Current Claims Audited is credited 
with the totals of claims audited and debited with the totals of 
warrants drawn in payment; A credit balance indicates the 
amount of claims audited for which warrants have not yet 
been drawn, and at the close of the fiscal year will be carried 
forward. 

53. If during the year the appropriations are increased by 
resolution of the appropriating body, the record is entered in 
the comptroller's books by an entry as follows : 

♦Estimated Revenues $1,000.00 

To ^Current Appropriations $1,000.00 



ENTRIBS RECORDISTG PAYMENTS 

54. Claims that are based on orders issued, salaries, pay- 
rolls, maturing instalments of the bonded debt, interest on the 
bonded debt, and all other items chargeable to appropriations, 
are paid by means of warrants, and are charged to the account 
called Current Claims Audited and credited to an account 
called Current Warrants Payable as follows : 
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Current Claims Audited $400,000.00 

To Current Warrants Payable $400,000.00 

When the warrants are presented to the city treasurer and 
are paid and the fact reported to the comptroller, an entry is 
made as follows: 

Current Warrants Payable $300,000.00 

To Current Cash $300,000.00 

55. No provision is made in the budget for the payment of 
loans issued in anticipation of taxes. Such loans are paid from 
the taxes collected and payment^s recorded in the comptroller's 
books by entries as follows : 



Current Loans 

To Current Claims Audited 


$50,000.00 

$50,000.00 


Current Claims Audited 
To Current Cash 


50,000.00 

50,000.00 


or 
Current Loans 

To Current Cash 


50,000.00 

50,000.00 



56. If from time to time it be foimd necessary to make 
corrections, in the nature of refunds on account of erroneous 
payments, the account benefited by the error is debited and 
Current Claims Audited is credited in the following manner : 



Taxes Receivable 


$1,000.00 


To Current Claims Audited 


$1,000.00 


or 
♦Current Revenues — Estimated 


1,000.00 


To Current Claims Audited 


1,000.00 


or 
♦Current Revenues — ^Unestimated 


1,000.00 


To Current Claims Audited 


1,000.00 



57. Comments on the Fore^roing: Entries. — The 

account called Current Claims Audited has been described in 
Arts. 52 and 54. 

The account called Current Warrants Payable is credited 
with the amount of audited claims for which warrants or 
drafts on the treasurer are drawn, and is debited when the 
warrants are paid. A credit balance indicates the amount of 
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warrants outstanding, and at the close of the fiscal year should 
be carried forward. 

The use of the accounts for claims audited and for warrants 
payable depends on the financial provisions of the charter and 
on the procedure in each city. To illustrate : In one city, the 
chamberlain does not receive any claims for audit, as he has 
not the power of audit. Warrants are drawn on him for pay- 
ment. He therefore does not require a claims-audited account, 
as the warrants are credited directly to one of the warrants- 
payable accounts, and at the same time the entry is made for 
the cancellation of the reserve, if any, for orders or contracts 
liquidated. 

In another city, the commissioner of finance has both the 
power of audit and payment, claims being paid after audit 
without the use of any warrants. Here, all claims may be 
credited to a claims-audited account and, when paid, are 
credited directly to cash. 

In a different city, neither of these accounts will be required, 
as the chamberlain pays all warrants drawn on him as he 
receives them from the city clerk, therefore making his credits 
directly to cash. 

In still another city, both these accounts may be used. The 
comptroller of that city receives and audits claims and draws 
warrants on the treasurer for their payment. Claims should 
first be credited to a claims-audited account and then pass to 
warrants-payable and then to cash. 



ENTRIKS ILLUSTRATING TREATMENT OP UNCOLLECTED 

TAXES 

58. It has been shown in Art. 41 that when the amount of 
taxes collectible in a fiscal year is determined, the account 
called Taxes Receivable is debited. This account represents an 
asset of the city which from time to time is converted into 
cash to the extent of collections. The balance in the account is 
reduced by the amount of collections entered as follows: 

Current Cash 

To Taxes Receivable 
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69. At some date in the fiscal year, fixed by the charter, 
the treasurer determines the amount unpaid on account of cur- 
rent taxes, prepares a list of parcels of the real estate burdened 
with the unpaid items, and closes the account called Taxes 
Receivable into a Tax Sale account by means of the following : 

Tax Sale (year) 

To Taxes Receivable 

60. If charter provisions permit other items chargeable 
against individuals, such as unpaid water rents and special 
assessments, to be included in the tax sale, the entry takes the 
following form: 

Tax Sale (year) 

To Taxes Receivable 
Water Rents Receivable 
Due to Assessment Accounts 

61. In the interval between the preparation of the tax-sale 
list and the closing of Taxes Receivable, delinquents may pay 
the treasurer, who records the same as follows : 

Current Cash 

To Tax Sale (year) 

On the day of sale, tax-sale certificates are purchased by the 
public and the items remaining unsold continue an asset of the 
city to be subsequently redeemed by delinquents. 

The following entry closes the tax-sale accounts : 

Current Cash 

♦Taxes Receivable — ^Arrears 
To Tax Sale (year) 

62. Comments on the Foregoing: Entries. — The 

accounts called Current Cash and Taxes Receivable have, 
already been described. 

The account called Tax Sale (year) is debited with the 
amount remaining unp'aid on account of current taxes and, 
where authorized by the charter, with unpaid water rents and 
unpaid assessments; it will be credited with the payments by 
delinquents before the sale, and upon the day of sale or imme- 
diately thereafter it will be credited with the amount of sales 
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to individuals and the amount charged against parcels for 
which there are no bidders or which are sold to the city. This 
account is thereupon balanced. The city's interest in unpaid 
taxes is shown in the account called Taxes Receivable — 
Arrears. 

63. The account called Taxes Reteivable — ^Arrears is 
debited with the amount of taxes, water rents, and assessments, 
not sold to individuals or purchased by the city. It will be 
credited from time to time as items included therein are paid 
or cancelled by court order or by resolution of the Common 
Council. 

The debit balance shows the amount of delinquent taxes 
owned by the city and at the close of the fiscal year will be 
carried forward. 

Taxes Receivable-^r-Arrears is a controlling account and 
should be supported by a subsidiary ledger, containing an 
account with the arrears of taxes of each year. The balance 
of this account should correspond to the aggregate of the 
balances of the subsidiary accounts. Periodical proof of this 
should be made. 

64. The account called Due to Assessment Accounts may 
sometimes be known as Due to some other accounts, the specific 
account being named, as, for example. Due to Capital Account. 
The account is intended to show the transfers to the cur- 
rent group, of items from one or more of the other groups^ 
The entry in Art. 60 illustrates a transfer of unpaid assess- 
ments from the assessment group to the current group, the 
transfer being made for the purpose of bringing them all 
together in the Tax Sale account. 

^ The Due to Assessment Accounts is credited with the amount 
of assets transferred from one or more of the other groups to 
an account in the current group when the amount is not at the 
same time offset by a transfer of cash. • It is debited with pay- 
ments due to accounts in one or more of the other groups. 
The balance debit or credit shows the amount due to or from 
accounts in other groups, and at the close of the fiscal year is 
carried forward. 
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A similar account is sometimes required called "Due from 
other accounts," which records transfers from an account in 
the current group to accounts in one or more of the other 
groups. The entries are the same as those last described. It 
should be remembered, however, that one account shows the 
transfer to the current group, while the other shows the 
transfers from the current group. 

65. Trial Balance. — A Trial Balance of Current 
Accounts is prepared in the form shown herewith. 

Trial Balance — Current Accounts * 



. 


Total of Entries 


Balances 




Debits 


Credits 


Debits 


Credits 


Current Stirplus. 


$ 5,000.00 




$ 5,000.00 




Estimated Rev- 










enues 


11,000.00 




11,000.00 




Sinking Fund 






Contributions 










Required 


10,000.00 


$ 10,000.00 






Taxes Receiv- 










able — Current 


401,000.00 


300,000.00 


101,000.00 




Current Appro- 










priations 


500,000.00 


516,000.00 




$ 16,000.00 


Current Cash — 


371,000.00 


350,000.00 


21,000.00 




Current Rev- 










enues — ^Esti- 










mated 




8,000.00 




8,000.00 


Current Rev- 






' 




enues — ^Unesti- 










mated 




3,000.00 




3,000.00 


Current Loans. . . 


50,000.00 


50,000.00 






Reserve for Cur- 










rent Obliga- 










tions 


90,000.00 


100,000.00 




10,000.00 


Current Claims 






Audited 


450,000.00 


451,000.00 




1,000.00 


Current War- 










rants Payable. 


300,000.00 


400,000.00 


- 


100,000.00 


Totals 


$2,188,000.00 


$2,188,000.00 


$138,000.00 


$138,000.00 
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ACCOUNTS RECORDING TRANSACTIONS OF WATER 
DEPARTMENT 

66. In cities owning and operating a system of waterworks 
the management usually devolves on the commissioner of pub- 
lic works or may be committed to a Board of Water Commis- 
sioners. The department should be self-sustaining ; and, except 
to recoup losses or to pay the city's share of the cost of water 
devoted to public use, such as street cleaning, sprinkling, etc., 
no part of the revenue of the water department is derived from 
taxes. 

The water accounts are a subdivision of the current group, 
in independent balance, and with a separate cash account. The 
following General Ledger accounts should be used : 

Debits Credits 

Water Department Cash Water Revenues 

Water Rents Receivable Reserve for Water Department 

Water Department Expenses Obligations 

Water Department Fund 

67. Entries Recording: the Transactions of the 
Water Rent Roll. — Upon the completion of the Water Rent 
Roll and delivery to the treasurer for collection, the total is 
certified to the comptroller, who thereupon records the same 
with entries as follows: 

♦Water Rents Receivable $100,000.00 

To Water Revenues $100,000.00 

68. Water rents and other items collected are debited to 
Water Department Cash and credited to Water Rents Receiv- 
able or in the case of other items, such as interest and penalties 
on water rents, charges for miscellaneous services, sales of 
materials, etc., are credited to Water Revenues in the following 
manner : 

Water Department Cash $75,000.00 

To *Water Rents Receivable $75,000.00 

Water Department Cash 1,000.00 

To Water Revenues 1,000.00 . 
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If water charges be cancelled and refuijded or water rents be 
refunded, the transactions are recorded as in the following 
entries : 

Water Revenues $100.00 

♦Water Rents Receivable 150.00 

To Water Department Cash $250.00 

69. If charter provisions require certifications by the comp- 
troller of orders issued by the department to vendors, the 
entries are as follows : 

Water Department Expenses $20,000.00 

To Reserve for Water Department Obliga- 
tions $20,000.00 

Upon presentation to comptroller of the claim for audit 
accompanied by the copy of the order, the reserve is cancelled 
by reversing the entry last above as follows : 

Reverse for Water Department Obligations $15,000.00 

To Water Department Expenses $15,000.00 

Payment of claims against the Water Department is recorded 
as in the following entry : 

Water Department Expenses $25,000.00 

To Water Department Cash $25,000.00 

70. At the close of the fiscal period the debit halance of the 
account called Water Department Expenses is charged to' an 
account called Water Department Fund, and the same account 
is credited with the credit balance of the account called Water 
Department Revenues in the following manner : 

Water Department Fund $ 30,000.00 

To *Water Department Expenses $ 30,000.00 

Water Revenues 100,900.00 

To Water Department Fund 100,900.00 

The entries last described will close the revenue accounts 
(rents and other revenues) and bring together the revenues and 
expenses so as to show the profit or loss during the fiscal period. 

If the charter makes water rents a lien on the property of the 
consumer and provides for the sale of the property as in the 
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case of delinquent taws, the debit balance in the account Water 
Rents Receivable is transferred to the Tax Sale account by an 
entry as follows : 

Tax Sale (year) $25,000.00 

To ♦Water Rents Receivable $25,000.00 

71. Comments on tlie Foregoing Entries. — ^The 
account called Water Rents Receivable corresponds to the 
account called Taxes Receivable, except that one refers to 
water rents and the other to taxes, and is developed according 
to the same rules. At the close of the fiscal year the debit bal- 
ance shows the amount of water rents uncollected. 

Water Rents Receivable is a controlling account and its bal- 
ance should correspond with the aggregate of the unpaid items 
on the Water Rent Roll. 

72. The account called Water Revenues is credited with 
water rents charged to consumers as shown by the Water Rent 
Roll and with the receipt of other water revenues. It is debited 
with amounts refunded on account of water revenues, other 
than water rents which are debited to Water Rents Receivable. 

At the close of the fiscal year the Water Revenues account 
shows the net amount of Water Department revenues and is 
closed into Water Department Fund. 

73. The accounts called Water Department Cash, Water 
Department Expenses, and Reserve for Water Department 
Obligations, correspond to similar accounts recording curreiit 
transactions, as already described, and which are called Current 
Cash, Current Appropriations, and Reserve for Current Obliga- 
tions, and are developed along similar lines. 

74. The account called Water Department Fund is 
intended to reflect concisely the operations of the department 
for a fiscal period, and will disclose either a surplus or a deficit. 
At the close of the fiscal year this account is debited with the 
amount of the debit balance in the account called Water Depart- 
ment Expenses and is credited with the amount of the credit 
balance in the account called Water Revenues. A credit bal- 
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ance in the Water Department Fund shows a surplus of the 
Water Department and a debit balance reflects a deficiency. 

75. Trial Balance. — ^A Trial Balance of the accounts of 
the Water Department is shown herewith. 

Trial Balance — Water Accounts 





Total of Entries 


Balances 




Debits 


Credits 


Debits 


Credits 


Water Rents Receiv- 
able 


$100,150.00 
101.000.00 

76,000.00 

45,000.00 

15,000.00 

30,000.00 
25,000.00 


$100,000.00 
101,000.00 

25,250.00 

45,000.00 

20,000.00 

100,900.00 


$ 150.00 
50,750.00 

25,000.00 




Water Revenues 

Water Department 
Cash 




Water Department Ex- 
penses 




Reserve for Water De- 
partment Obligations 

Water Department 
Fund 


$ 5,000.00 
70.900.00 


Tax Sales 








Totals 


$392,150.00 


$392,150.00 


$75,900.00 


$75,900.00 







BNTRIBS DEALING HVITH THE2 COLLECTION AND RBTURN OF 
STATE AND COUNTY TAXES 

76. In some cities the treasurer is the collector of state 
and county taxes levied by a county board and for the payment 
of which no provision is made in the city budget. Upon cer- 
tification to the city authorities of the amount required, the 
information is entered upon the comptroller's books by an entry 
as follows : 



Taxes Receivable — County 

To Due County Treasurer 



$50,000.00 



$50,000.00 



Collections of state and county taxes reported to the comp- 
troller by the city treasurer are recorded as follows : 



Current Cash 

To Taxes Receivable — County 

1 1 T 234—18 



$40,000.00 



$40,000.00 
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Payments made to the county treasurer are recorded as 
follows : 

Due County Treasurer $40,000.00 

To Current Cash $40,000.00 

After the expiration of a period named in the charter, many 
cities are required to return to the county treasurer a list of 
unpaid state and county taxes, whereupon the city is dis- 
charged from further liability, and subsequent proceedings are 
conducted by the county officers. 

Upon making the return to the county treasurer the trans- 
action is recorded by an entry as follows : 

Due County Treasurer $10,000.00 

To Taxes Receivable— County $10,000.00 

77. Comments on the Foregoing Entries. — The 

account called Taxes Receivable — County is similar to the 
account known as Taxes Receivable previously described, 
except that it records the receipt and disbursement of taxes 
belonging to the state and county and not to the city. 

This account is debited with the total of the county tax roll 
and with refunds of erroneous or excessive payments, and is 
credited with county taxes collected and with the amount of 
unpaid tax^s returned to the county treasurer. 

Until balanced by the return to the county treasurer, the 
debit balance in this account shows the amount of uncollected 
state and county taxes. 

78. The account called Due to Counfy Treasurer is 
credited with the amount of state and county taxes debited to 
Taxes Receivable — County. It is debited with payments to the 
county treasurer on account of state and county taxes, with 
the amount of state and county taxes cancelled, and with the 
amount returned to the county treasurer as unpaid. Unless 
and until balanced by return to county treasurer, the account 
shows the amount due the county treasurer corresponding to 
the balance in the account called Taxes Receivable — County. 

If instead of returning the unpaid county taxes to the county 
treasurer, the city assumes them and pays the county treasurer 
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the amount of the tax warrant in full, this entry will be credited 
to Current Cash. The asset of Taxes Receivable — County will 
then be the property of the city without any offsetting liability, 
and the account will be developed as are other tax receivable 
accounts, depending on the tax procedure of the city. 



ASSESSMENT ACCOUNTS 

79. Assessment accounts are those which record the 
transactions of the city that relate to assessment work and the 
levy and collection of assessments, including the financing of 
the cost of the work and of uncollected assessments. 

An assessment is defined as the adjustment of the shares 
of a group of contributors toward a common beneficial object 
according to the benefits received. 

The charters of municipalities outline various plans for 

authorizing, making, and financing assessable improvements. 

Notwithstanding the variation of details, it will be found that 

the general principles of this group of accounts may be made 

, applicable with such variations as local conditions require. 

As in the case of the accounts in the other groups, the con- 
trolling accounts, where required, are in the General Ledger, 
with subsidiary records in the ledger referred to as Ledger B 
in connection with the current group of accounts. 

80. Entries in Assessment Accounts. — Charters of 
some municipalities provide for the authorization of assessable 
work without any definite statement of the cost or any appro- 
priation therefor. The work is completed, and the cost defi- 
nitely ascertained before an assessment is levied. In the levy 
of the assessment there is added to the direct cost a percentage 
for engineering expenses, which include the salaries and mis- 
cellaneous expenses of the engineering force of the municipal- 
ity paid out of current appropriations. The cost of assessment 
work is met out of the proceeds of temporary loans, or assess- 
ment bonds, which are paid when the assessments are collected. 

The following is a list of the accounts in the assessment 
group: 
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Debits Credits 

Assessment Cash Assessment Loans 

Local Improvements Assessable Reserve for Assessment Obliga- 

Assessments Receivable tions 

Assessments Against City Assessment Claims Audited 

Due From Current Accounts Assessment Warrants Payable 

Assessment Interest on Loans Due to Current Accounts 

Assessment Revenues 
Assessment Surplus 

The following entries exhibit the development of the assess- 
ment accounts. 



ENTRY RECORDING CONTRACTS BNTERBD INTO OR ORDERS 

ISSUBD 

81. When contracts are entered into or orders are issued, 
entries are made as follows : 

Local Improvements Assessable $20,000.00 

To Reserve for Assessment Obligations $20,000.00 

82. Comments on tlie Foregoing Entries. — The 

account known as Local Improvements Assessable is debited 
with all advances made and expenses or liabilities incurred on 
account of a project the final cost of which is to be the subject 
of an assessment, wholly or in part, against the property bene- 
fited. This account is credited with all orders and contracts 
cancelled or liquidated on the audit of claims, with refunds of 
erroneous payments, and with assessments levied. The debit 
balance shows the amount of advances, expenses, and obliga- 
tions incurred on account of assessable work. This is a con- 
trolling account and should t)e supported by a subsidiary ledger 
containing an account with each improvement. Proof of the 
subsidiary record should be made monthly. In making the final 
credit entry, representing the levy of the assessment, the fiscal 
officer should see that the amount thereof corresponds pre- 
cisely with the cost of the work, as shown by the account in 
the subsidiary ledger. Any discrepancy should be adjusted. 

83. The account called Reserve for Assessment Obliga- 
tions is debited with the reserves to be cancelled on the liquida- 
tion of orders or contracts when claims are audited for local 
improvements or assessable work in progress, and with orders 
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and contracts cancelled. It is credited with the amount 
reserved on account of the contingent obligation and commit- 
ments represented by orders and contracts. The credit bal- 
ance of the account shows the amount of outstanding orders 
and contracts relating to assessable work. 



KNTRIBS RECORDING CLAIMS AUDITED FOR PAYMESNT 

84. An entry in the following form is made for amount 
reserved on the order or contract : 

Reserve for Assessment Obligations $20,000.00 

To *Local Improvements Assessable $20,000.00 

For amount of claims audited, the entry is as follows : 

♦Local Improvements Assessable $22,000.00 

To Assessment Claims Audited • $22,000.00 

85. Comments on tlie Foregoing Entries. — The 

accounts called Reserve for Assessment Obligations and Local 
Improvements Assessable are described in the preceding 
articles. 

The account called Assessment Claims Audited is debited 
with warrants drawn in payment of audited claims and 
credited with the amount of claims audited which are charge- 
able to any account in the assessment group The credit bal- 
ance shows the amount of claims audited which remain unpaid. 

The remarks in Arts. 28 and 29 concerning claims audited 
and warrants payable apply also to assessment claims. 



ENTRIES ON THE LEVY OF AN ASSESSMENT 

86. In connection with the levy of an assessment, entries 
are made as follows : 

♦Assessments Receivable $16,000.00 

Assessments Against the City 8,000.00 

To ♦Local Improvements Assessable $22,000.00 

Due to Current Accounts 2,000.00 

87. Comments on tlie Foregoing: Entries. — The 

accounts Assessments Receivable and Assessments Against the 
City are debited with the amount of assessments levied and 



Digitized by 



Google 



U MUNICIPAL ACCOUNTING §39 

with the amount of refunds of erroneous or excessive payments. 
The accounts are credited with assessments collected, cancelled, 
or reduced, and with assessments transferred to tax roll or 
Tax Sale account. The debit balance shows the amount of 
uncollected assessments. 

The account Assessments Receivable is a controlling account 
and should be supported by a subsidiary record containing 
accounts with each individual assessment. The aggregate of 
the balances of the accounts in the subsidiary ledger should 
correspond with the balance of the controlling account, and 
proof of this fact should be made monthly. The balance of 
each subsidiary Assessments Receivable account should, in 
turn, agree with the aggregate of the open and unpaid items on 
the assessment roll. This, too, should be proved periodically. 

88. The account called Due to Current Accounts is debited 
with payments to current accounts on liquidation of sums due 
to that group of accounts. It is credited with cash 
received from current accounts to finance assessable work, 
with advances for assessable work made " out of current 
accounts, and with engineering charges met out of current 
accounts included in an assessment levy. The credit balance 
shows the amount due to the current accounts. 

A collateral entry in the current accounts will be required as 
follows : 

Due from Assessment Accounts $2,000.00 

To Current Revenues—Unestimated $2,000.00 

or 
Current Revenues — Estimated 



BNTRIBS FOR ASSKSSMBNTS COIXECTBD 

89. When assessments are collected, entries are made as 
follows : 

Assessment Cash $6,500.00 

To ♦Assessments Receivable $6,000.00 

Assessment Revenues ^00.00 

(For interest and penahies) 

90. Comments on tlie Foregoing: Entries. — In the 

assessment group, the cash account is called Assessment Cash 
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and is so segregated to prevent its expenditure for other than 
assessment purposes. 

The account called Assessments Receivable is described in 
Art. 87. 

The account called Assessment Revenues is debited with 
assessment revenues refunded and credited with revenues which 
are applied to assessment purposes. The credit balance reflects 
the net revenues accrued or received, and, at the end of the year, 
should be closed into Assessment Surplus account. The par- 
ticular revenues which are to go to this account depend on the 
financial plan in each city. In some cities all interest and 
penalties on assessments are taken into the current revenues, 
in which case there will be no account for assessment revenues. 
In others, these earnings are used to offset the interest bn 
assessment loans for which no provision is made in the budget. 
In that case, this account will be necessary. 

At the end of the year the balance of the Assessment 
Revenues account, together with that of the Assessment Inter- 
est on Loans account should be closed into the Assessment 
Surplus account, thus indicating whether these revenues were, 
in fact, sufficient to meet the interest on loans. 



ENTRIES FOB MONET BOBBOWED IN ANTICIPATION OF THE 

COLLECTION OF ASSESSMENTS OB TO PBOVIDE A FUND 

FOB ASSESSABLE WOBK IN PBOOBESS 

91. When money is borrowed in anticipation of the collec- 
tion of assessments or to provide funds for assessable work in 
progress, entries are made as follows : 

Assessment Cash $10,000.00 

To Assessment Loans $10,000.00 

92. Comments on tlie FoTegoing Entries. — The 

account called Assessment Cash is described in Art. 90. 

The account called Assessment Loans is debited with assess- 
ment loans paid, and credited with moneys borrowed in antici- 
pation of the collection of assessments, and for loans to finance 
assessable work, which are to be paid from the collection of 
assessments to be levied. 
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The credit balance shows the amount of unpaid loans. This 
account is intended only for those loans which are made to 
finance assessment work or uncollected assessments. So-called 
assessment bonds, or local improvement bonds, which are issued 
for the city's share of assessments and which are to be 
redeemed wholly by subsequent taxation should go In the 
account for Capital Loans and not here. 



BNTRIBS TO RECORD PAYMENT BY CITY OF ITS SHARES OF 
AN ASSESSMBNT 

93. The record of the payment of the city's share of an 
assessment is made as follows : 

Assessment Cash $8,000.00 

To Assessments Against City $8,000.00 

94. Comment on the Foregoing Entries. — ; The 

account called Assessment Cash is described in Art. 90. 

The account called Assessments Against City is described in 
Art. 87. 



KNTRIBS FOR ASSfiSSMfiNT LOANS TO BK PAID 

95. Assessment loans to be paid are entered in the follow- 
ing manner : 

Assessment Loans $5,000.00 

To Assessment Claims Audited $5,000.00 

96. Comment on the Foregoing: Entries. — The 

account called Assessment Loans is described in Art. 92. 

The account called Assessment Claims Audited is described 
in Art. 85. 



KNTRIBS FOR INTEREST ON ASSESSMENT LOANS TO BE PAID 

97. The interest on Assessment Loans requires entries as 
follows : 

Assessment Interest on Loans $150.00 

To Assessment Claims Audited $150.00 

98. Comments on the Foregroing Entries. — The 

account called Assessment Interest on Loans is debited with 
interest paid on assessment loans in municipalities that do not 
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make provisions therefor in the annual budget and is credited 
at the end of the year by transferring the debit balance to 
Assessment Surplus account. Assessment Interest on Loans 
account is not required in cities that make provisions, for inter- 
est on these loans in the annual budget. The procedure in 
such case has been explained in Art. 90. 

The account called Assessment Claims Audited is described 
in Art. 85. 

BNTRIBS FOR PAYMENT TO CURRENT ACCOUNTS 

99. Payment to current accounts requires entries as fol- 
lows: 

Due to Current Accounts $2,000.00 

To Assessment Claims Audited $2,000.00 

A collateral entry in current accounts will be required, as 

follows : 

Current Cash 

To Due from Assessment Accounts 

100. Cominent on the Foregoing Entries. — The 

account called Due to Current Accounts is described in Art. 88. 
The account called Assessment Claims Audited is described 
in Art. 85. 



KNTRIBS FOR IVARRANTS ISSUESD IN PAYMBNT OF CliAIMS 

101. When warrants are issued in payment of claims, the 
following entries are required : 

Assessment Claims Audited $20,000.00 

To Assessment Warrants Payable $20,000.00 

102. Comment on the Foregoing Entries. — ^Assess- 
ment Claims Audited account is described in Art. 85. 

The account called Assessment Warrants Payable is debited 
with the payments of assessment warrants and credited with 
assessment warrants issued; that is, with all warrants which 
are chargeable to any account in the assessment accounts 
group. A credit balance shows the amount of unpaid warrants. 
(See also Arts. 28 and 29 Concerning claims audited and war- 
rants payable accounts.) 
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ESNTRIBS TO RECORD PAYMENT OP M^ARRANTS 

103. The payment of warrants requires entries as follows : 

Assessment Warrants Payable $18,000.00 

To Assessment Cash $18,000.00 

104, Comment on tlie Foregoing Entries. — The 

account called Assessment Warrants Payable is described in 
Art. 102. 

The account called Assessment Cash is described in Art. 90. 



ENTRIES FOR UNCOLLECTED ASSESSMENTS 

105. In municipalities where sales are authorized for 
assessment arrears, uncollected assessments, including penal- 
ties, are transferred to a Tax Sale account by entries as fol- 
lows : (See Arts. 60 and 62 in current accounts.) 

Due from Current Accounts $10,500.00 

To ♦Assessments Receivable $10,000.00 

Assessment Revenues 500.00 

(For interest and penalties) 

Assessment Surplus 150.00 

To Assessment Interest on Loans 150.00 

106. Comment on tlie Foregoing Entries. — The 

account called Due from Current Accounts is debited with 
unpaid assessments transferred to Tax Sale account and cred- 
ited with receipts from current accounts to liquidate charges 
against that group of accounts. A debit balance shows the 
amount due from current accounts. 

The account called Assessments Receivable is described in 
Art. 87. 

The account called Assessment Revenues is described in 
Art. 90. 

The account called Assessment Surplus (or deficit) is deb- 
ited with surplus transferred to current accounts ; and at the 
end of the year it is debited with the debit balance of Assess- 
ment Interest on Loans account. It is credited with appro- 
priations in the budget to apply on the deficit ; and at the end of 
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year it is credited with the credit balance of Assessment Rev- 
enues account. A debit balance reflects a deficit ; a credit bal- 
ance reflects a surplus in the assessment group of accounts. 



CLOSING BNTRIBS AT BND OF YEAR 

107. At the end of the year the assessment accounts are 
closed as follows : 



♦Assessment Revenue 

To Assessment Surplus 



$1,000.00 



$1,000.00 



The following is a trial balance of the assessment accounts 
after the above entries are made : 

Trial Balance — ^Assessment accounts 





ToUls of Entries 


Balances 




Debits 


Credits 


Debits 


Credits 


Assessment Cash 

Local Improvements 
Assessable 


$ 24,500.00 

42,000.00 
16,000.00 

8,000.00 

10,500.00 

150.00 
5,000.00 

20,000.00 

20,000.00 

^8,000.00 

2,000.00 

1,000.00 

150.00 


$ 18,000.00 

42,000.00 
16,000.00 

8,000.00 

150.00 
10,000.00 

20,000.00 

29,150.00 

20,000.00 

2,000.00 
1,000.00 
1,000.00 


$ 6,500.00 
10,500.00 


' 


Assessments Receivable 

Assessments Against 

City 




Due From Current Ac- 
cotmts 




Assessment Interest on 
Loans 

Assessment Loans 

Reserve for Assessment 
Obligations 


$ 5,000.00 


Assessment Claims 
Audited 


9,150.00 
2,000.00 


Assessment Warrants 
Payable 


Due to Current Ac- 
counts 




Assessment Revenues. . 
Assessment Surplus .... 


850.00 


Totals 


$167,300.00 


$167,300.00 


$17,000.00 


$17,000.00 
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CAPITAL AND SINKING FUND ACCOUNTS 

108. It is believed that any system of municipal accounts 
is incomplete which does not include a record of the assets of 
the city as well as of its liabilities. Although public improve- 
ments are sometimes financed by means of taxes, that plan is 
unfair and inequitable, in that it imposes on the taxpayer of 
today the cost of a construction which will be enjoyed by 
future taxpayers, and hence the desirability of financing such 
work by long-term bonds. 

The following is a list of the accounts in the Capital Group, 
these accounts being subdivided into Capital Section and Sink- 
ing Fund Section : 

Capital Section 
Debits Credits 

Capital Cash Capital Appropriations 

Authorized Construction Reserve for Capital Obligations 

City Properties " Capital Claims Audited 

Capital Warrants Payable 
Premium on Bonds 
Capital Loans 
Capital Surpuls 

Sinking Fund Section 
Sinking Fund Cash Sinking Fund Revenues 

Sinking Fund Investments Sinking Fund 

Taxes Receivable — ^Arrears Tax Arrears Sinking Fund 

Pledged to Sinking Fund 
Sinking Fund Payments 

BNTRIBS IN CAPITAli GROUP (CAPITAL SE3CTION) 

109. When books are opened in a city that greviously has 
kept no record of its city property, an inventory or list of such 
property will be prepared, in which a valuation is placed 
on the property as appraised or as it appears on the assess- 
ment rolls. 

The following entry includes information indicating that 
upon opening the accounts construction of a capital improve- 
ment was in progress and that the authorization remains unem- 
cumbered to the amount of $15,000.00. 
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Capital Cash ' $ 20,000.00 

*City Properties 400,000.00 

Authorized Construction 15,000.00 

To *Capital Appropriations $ 15,000.00 

♦Capital Loans 250,000.00 

Capital Surplus 170,000.00 

110. Upon the decision of the proper board to make fur- 
ther capital improvements or to erect buildings, and upon cer- 
tification of the same to the comptroller, an entry is made as 
follows : 

Authorized Construction. $100,000.00 

To *Capital Appropriations $100,000.00 

The issue and sale of bonds or other loans to pay the cost of 
construction is recorded by this entry : 

Capital Cash $100,000.00 

To *Capital Loans $100,000.00 

If, upon the sale, the bonds bring a premium, the entry is: 

Capital Cash $1,000.00 

To Premium on Bonds $1,000.00 

111. Upon letting contracts or issuing orders chargeable to 
the construction, the transaction is recorded as follows : 

♦Capital Appropriations $75,000.00 

To *Reserv© for Capital Obligations $75,000.00 

When claims are presented for audit, the reserve set up by 
the preceding entry is cancelled, the appropriation restored and 
reduced by the amount of the claim by the following entries : 

Reserve for Capital Obligations $75,000.00 

To *Capital Appropriations . $75,000.00 

♦Capital Appropriations $80,000.00 

To Capital Claims Audited $80,000.00 

112. The payment of capital claims audited, by the issue 
of capital warrants, is the same as in the case of current claims 
audited and is recorded by the following entries : 
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Capital Claims Audited $80,000.00 

To Capital Warrants Payable $80,000.00 

Capital Warrants Payable $80,000.00 

To Capital Cash $80,000.00 

113. The interest on the bonded debt and the maturing 
instalments of the issue are paid from current cash and the 
payments are recorded in the same manner as other current 
payments. The interest is a current expense of the city and 
upon payment leaves no tangible asset. Payments on account of 
the debt decrease the debt of the city and increase the capital 
surplus. Such payments being first entered in the current 
group and charged against Current Appropriations, are trans- 
ferred to the capital group by means of a collateral entry in 
the following form : 

Capital Loans $10,000.00 

To Capital Surplus $10,000.00 

114. Upon the completion of a capital project, or at the 
end of the year, to the extent of the finished work evidenced by 
the payments during the year, the cost is added to the value of 
the city properties and Authorized Construction is diminished 
to the same extent. Upon the assumption that projects remain 
incomplete at the end of the fiscal year, the completed portion is 
transferred to City Properties account by the following entry : 

♦City Properties $80,000.00 

To Authorized Construction ' $80,000.00 

115. Coininent on the Forefiroing: Entries. — The 

account Capital Cash is in all respects the same as the other 
cash accounts ; it serves, however, to segregate funds applicable 
only td the payment of the cost of capital improvements. 

116. The account called City Properties is intended to pro- 
vide a permanent record of the property of the city. When 
this account is opened it is debited with the appraised or 
assessed value of the property belonging to the city — ^that is, 
lands, buildings, waterworks, etc. — and with the cost of all 
new capital construction when completed. It is credited with 
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the value of all such property sold or destroyed. The debit 
balance shows the book value of property owned by the city. 

117. The account called Authorized Construction is a 
temporary account intended to withhold from City Properties 
account the units of capital construction not completed. 
Authorized Construction is debited with the amount of capital 
construction work authorized and credited with the amount 
completed. 

118. ' The accounts called Capital Appropriations, Reserve 
for Capital Obligations, Capital Claims Audited, and Capital 
Warrants Payable are in all respects similar to the accounts in 
the current group called .Current Appropriations, Reserve for 
Current Obligations, Current Claims Audited, and Current 
Warrants Payable, and are all developed along similar lines. 



ENTRIES IN CAPITAL GROUP (SINKING FUND SB3CTION) 

119. Upon opening the books or when a sinking fund is 
established by setting aside an amount of cash or investments, 
the fact is recorded as follows : 

Sinking Fund Cash $10,000.00 

Sinking Fund Investments 15,000.00 

To Sinking Fund ' $25,000.00 

If more than one sinking fund is in existence or is estab- 
lished, each should be distinguished by further descriptive 
words as "School Bonds," "Water Bonds," or as the case 
may be. 

120. From time to time as the bank balances earn interest 
or as interest is collected on investments, record is made as 
follows : 

Sinking Fund Cash $750.00 

To Sinking Fund Revenues $750.00 

121. Payments from the sinking fund are entered as 
follows : 
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Sinking Fund Payments $10,000.00 

. To Sinking Fund Cash * $10,000.00 

If any part of the Sinking Fund Cash be invested in securi- 
ties, the record is as follows : 

Sinking Fund Investments $2,500.00 

To Sinking Fund Cash ' $2,500.00 

If any part of the investments are sold or liquidated, the last 
preceding entry is reversed in this form : 

Sinking Fund Cash $1,000.00 

To Sinking Fund Investments $1,000.00 

122. The status of the sinking fund will be shown at the 
end of the year by debiting the Sinking Fund account with 
Sinking Fund Payments and crediting the same account with 
the amount of Sinking Fund Revenues. The following are the 
entries : 

Sinking Fund $10,000.00 

To Sinking Fund Payments $10,000.00 

Sinking Fund Revenues 750.00 

To Sinking Fund 750.00 

123. Statutes authorizing or requiring the setting aside of 
a sinking fund usually contain a provision requiring the munic- 
ipality to contribute annually to the sinking fund. The amount 
of the contribution will appear in the budget as an appropria- 
tion and will be charged out of current accounts by an entry 
similar to those recording other current payments and is there- 
upon recorded in the sinking fund section of the capital group 
of accounts by the following entry : 

Sinking Fund Cash $1,000.00 

To Sinking Fund $1,000.00 

A sinking fund is established to provide payment of bonds, 
an appropriation therefor being made in the budget, which is 
offset by a debit to an account in the current group called Sink- 
ing Fund Contribution Required, as explained in Arts. 40 and 
45. When the amount of the contribution is transferred to 
the current accounts, the fact is recorded by a collateral entry 
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in the current group debiting Current Cash and crediting Sink- 
ing Fund. 

124. Comments on tlie Foregoing Entries. — ^The 
account called Sinking Fund Cash, in the same way as other 
cash accounts, is debited with the amount of Sinking Fund Cash 
received and credited with the amount paid out, the debit 
balance representing the cash on hand. 

125. The account called Sinking Fund Investments is 
debited with the amount of investments acquired for the sink- 
ing fund and credited with the amount of the same sold or 
liquidated. The debit balance shows the amount of investments 
owned by the sinking fund. 

126. The account called Sinking Fund Revenues is cred- 
ited with the amount of earnings on sinking fund investments, 
interest on bank balances, and other revenues applicable to the 
sinking fund. This account will show a credit balance, reflect- 
ing the amount of revenues earned during the year, until the 
end of the year, when it is closed into Sinking Fund account. 

127. The account called Sinking Fund Payments is debited 
with the amount of payments from the Sinking Fund for 
redemption of bonds, and with the amount of contributions to 
current accounts. This account will show a debit balance, 
reflecting the payments made during the year, until the end of 
the year, when it will be closed into Sinking Fund account. 

128. The account called Sinking Fund is credited with the 
amount of sinking fund cash and investments on hand when 
the account is opened and with the amount of contributions 
from the budget. 

At the end of the fiscal year this account is debited with the 
amount of the balance of the Sinking Fund Payments account 
and is credited with the amount of the balance of the Sinking 
Fund Revenues account, thus reflecting the status of the Sink- 
ing Fund. 

129. Trial Balance. — A trial balance of Capital and 
Sinking Fund accounts is shown herewith. 

. I L T 234—19 ' 
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Trial Balance — Capital and Sinking Fund Accounts 





Total of Entrioi 


Balances 


Capital Section 








Debits 


Credits 


Debits 


Credits 


Capital Cash.. 


$ 121,000.00 


$ 80,000.00 


$ 41,000.00 




City Properties 


480,00^.00 




480,000.00 




Authorized 










Construction 


115,000.00 


80,000.00 


35,000.00 




Capital Appro- 










priations. . . 


155,000.00 


190,000.00 




$ 35,000.00 


Capital Surplus 




180,000.00 




180,000.00 


Capital Loans. 


10,000.00 


350,000.00 




340,000.00 


Premium on 










Bonds 




1,000.00 




1,000.00 


Reserve for 










Capital Ap- 










propriations. 


75,000.00 


75,000.00 






Capital Claims 










Audited 


80,000.00 


80,000.00 






Capital War- 








• 


rants Pay- 










able 


80,000.00 


80.000.00 






Totals 


$1,116,000.00 


$1,116,000.00 


$556,000.00 


$556,000.00 


Sinking Fund 










Section: 










Sinking Fund 










Cash 


$ 12,750.00 


$ 12,500.00 


$ 250.00 




Sinking Fimd 










Investments. 


17,500.00 


1,000.00 


16,500.00 




Sinking Fund. . 


10,000.00 


26,750.00 




16,750.00 


Sinking Fimd 










Revenues . . . 


750.00 


750.00 






Sinking Fimd 










Payments. . . 


10,000.00 


10,000.00 






Totals 


$ 51,000.00 


$ 51,000.00 


$ 16,750.00 


$ 16,750.00 



TRUST ACCOUNTS 

130. Cities are sometimes entrusted with the custody of 
funds or investments in which they have no proprietary inter- 
est and the accounts recording the receipt and disbursement of 
such funds are known as trust accounts. 
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The following is a list of the accounts in the Trust Group : 

Debits Credits 

Trust Cash Pension Fund Revenues 

Pension Fund Investments Trust Claims Audited 

Pension Fund Payments Trust Warrants Payable 

Pension Fund 

Trust Account (properly denomi- 
nated) 



ENTRIBS IN TRUST GROUP 

131. Upon receipt of cash to be held in trust, Trust Cash 
is debited and an account naming the character of the trust — 
for example, Police Pension Fund, Teachers' Retirement Fund, 
Contractors* Retainers, etc. — is credited. The following illus- 
trative entries are based on the assumption that a Police 
Pension Fund is established with certain investments of the 
value of $20,000.00 and cash to the amount of $5,000.00. The 
opemng entry is as follows : 

Trust Cash $ 5,000.00 

Pension Fund Investments • 20,000.00 

To Police Pension Fund $25,000.00 

Upon receipt of cash other than revenues to be applied to 
the same purpose, record is made as follows : 

Trust Cash . $500.00 

To Police Pension Fund $500.00 

Upon receipt of interest earned on investments or of other 
revenues pledged to the fund by law, an entry like the following 
is made : 

Trust Cash $500.00 

To Police Pension Fund Revenues $500.00 

Upon the sale or liquidation of investments owned by the 
fund the entry is : 

Trust Cash $2,500.00 

To Police Pension Fund Investments $2,500.00 

Upon the purchase of additional investments the entry is : 
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$1,000.00 



§39 



Police Pension Fund Investments ' 
To Trust Claims Audited 



Police Pension Fund Payments 
To Trust Claims Audited 



$1,000.00 

Upon the payment of pensions to persons entitled thereto the 
entry is : 

$500.00 

$500.00 

Upon issuing warrants in payment of trust claims the 
entry is : 

Trust Claims Audited $1,500.00 

To Trust Warrants Payable $1,500.00 

Upon payment of trust warrants the entry is : 

$1,500.00 

$1,500.00 

Closing entries are : 

$500.00 

$500.00 

{h) Police Pension Fund $500.00 

To Pension Fund Payments $500.00 



Trust Warrants Payable 
To Trust Cash 



(a) Pension Fund Revenues 
To Police Pension Fund 



132. Trial Balance. — The following is a trial balance of 
this group of accounts after making the foregoing entries : 

Trial Balance — ^Trust Accounts 





Total of Entries 


Balances 




Debits 


Credits 


Debits 


Credits 


Trust Cash... 


$ 8,500.00 

21,000.00 

600.00 

500.00 
1,500.00 
1,500.00 

500.00 


$ 1,500.00 

2,500.00 

500.00 

500.00 

1,500.00 

1,500.00 

26,000.00 


$ 7,000.00 
18,500.00 




Police Pension Fund In- 
vestments 


• 


Police Pension Fund Pay- 
ments 




Police Pension Fund Rev- 
enues 




Trus!; Claims Audited. . . . 
Trust Warrants Payable . . 
Police Pension Fund 


$25,500.00 


Totals 


$34,000.00 


$34,000.00 


$25,500.00 


$25,500.00 
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APPENDIX 
133. In the following pages are illustrations of the state- 
ments that form parts of the Annual Report required in con- 
nection with a system of accounts such as has been described 
in the preceding pages. 



SUMMARY OF CURRENT REVENUES AND EXPENSES* 

Revenues 
Surplus of prior year $. . . , 

Taxes of current year : 

Amount of levy $ 

■ Less : Levy for state and county purposes . . . . 

Tax revenues, city .purposes $ 

Miscellaneous revenues : 



Total $. 

Public Utilities — Commercial : 
Municipal water department 

Surplus of prior year $ 

Water department revenues 

Total . $. 

Municipal lighting department: 

Surplus of prior year $ 

Lighting department revenues 

Total $. 

Total current revenues ^ 

Proceeds of deficiency bonds $ 

Current deficit: 

General tax revenues $ 

Municipal water department 



Municipal lighting department $. 

Total $. 
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Expenses 
General government $. 

Protection of persons and property 
Conservation of health 
Sanitation and promotion of cleanliness 
Highways 

Charities and corrections 
Education ' 
Recreation 

PuoRf^utilities, non-commercial 
Miscellaneous 

Municipal indebtedness $ 

Less : • Contributions from sinking funds 

Construction and permanent improvements 



Total $. 

Public utilities — commercial : 

Municipal water department $. 

^ Municipal lighting department 

Total current expenses $. 

Reserve for uncollected taxes provided in current levy $. 

Deficiencies of prior year: 

General . $ 

Municipal water department 

Municipal lighting department . Llllll 

Total $. 

Current surplus : 

General $ 

Municipal water department 

Municipal lighting department 

Total $. 



$. 
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Balance Sheet — Current Accounts 
Assets 



Cash: 

Current cash 
Tax arrears cash 
Water cash 


$.... 


'.'. $ 


Taxes receivable: 
Current city taxes 
County taxes 
Arrears of taxes 


$.... 
• • • • 


• • 

.. $ 


Water rents receivable 
Accounts receivable 
Due from other accounts 
Materials and supplies 


• • • • 
• • • • • 


4 


Total 
Current deficit : 
General 

Municipal water department 
Municipal lighting department 


$ 


Total 




$ 

$ 


Liabilities 
Current warrants payable 
Current claims audited 
Current loans 
Due to other accounts 
Due to county treasurer 
Reserve for current obligations 
Reserve for arrears of taxes 
Inventory surplus 
Total 


$.... 


$ 


Current surplus: 
General 

Municipal water department 
Municipal lighting department 


$.... 


•• 


Total 




$ 
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Balance Sheet— Assessment Accounts 




Assets 




Assessment cash $. . . . 




Assessments receivable . . . . 




Assessments against city .... 




Local improvements authorized .... 




Local improvements assessable 




Due from other accounts . . . . 




Total 


$ 


Assessment deficit 




Liabilities 


$ 


Assessment warrants payable $. . . . 




Assessment claims audited . . . . 




Assessment loans . . . . 




Assessment appropriations . . . . 




Accounts payable . . . . 




Due to other accounts . , . . 




Reserve for assessment obligations . . . . 





Total 


$ 


Assessment surplus . . . . 


, , 




$ 



Balance Sheet — Capital and Sinking Fund Accounts 
Assets 
Capital accounts : 

Capital cash $ 

Due from other accounts 

Authorized construction 

City properties 

Total $. 

Sinking fund accounts: 

Sinking fund cash $. . ^. . . 

Sinking fund investments 

Taxes receivable — Arrears pledged to sinking funds 

Total $. 
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Liabilities 






Capital accounts : 








Capital warrants payable 




'$.... 




Capital claims audited 








Due to other accounts 








Capital appropriations 








Reserve for capital obligations 






Capital loans 








Total 




$ 


Sinking fund accounts : 








Due to other accoimts 




$.... 




Total 






$ 


Surplus : 








Capital surplus 




$.... 


, , 


Sinking funds 






, , 


Total 






$ 

$ 



Balance Sheet — Trust Accounts 
Assets 

Trust cash $ 

Police pension fund investments , 

Firemen's pension fund investments 

School teachers* pension fund investments 

Total • $^ 
Liabilities and Reserves 

Trust warrants payable $ 

Trust claims audited 

— trust account 

— ^trust account 

— ^trust account 

Police pension fund 

Firemen's pension fund ^. 

School teachers' pension fund 

Total $. 
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USE AND PREPARATION OF GRAPHS 



PRELIMINARY REMARKS 

1. According to the Standard Dictionary, graphs describe 
with pictorial effect and illustrate ideas by drawings, pictures, 
or diagrams. By their use, bookkeepers and accoiuitants can 
more strikingly present an analysis of all or pstrts of business 
statements and reports than can be done in figures, and for 
this purpose there is almost no limit to the features of the busi- 
ness which may be so expressed. Of the many forms in use, 
the most common are the straight-line, the broken-line, and 
the circle graphs. 

2. The voltmie of sales, for example, daily, weekly, monthly, 
gr yearly or for longer periods may be so strikingly shown by a 
line graph as to bring out the high and low points and average, 
and whether or not the trend is continuously upward or other- 
wise. Other lines may be added to the graphs to show features 
more or less related to sales. 

Special features such as the percentage division or total 
expenses, whether for a factory or store or department, are 
presented more clearly for study by circle graphs than perhaps 
any other way; also, such features as an analysis of sales either 
.with dollars, the ntmiber of sales, or the ntmiber of customers, 
as a basis, for example; what percentage of ledger accotmts 
take a discotmt, pay in 30 days, take more than the allowed 
time, give notes, pr finally become worthless. In another form, 

COPYmCHTBO BY INTKKNATIONAI. TKXTBOOK COMPANY ALL lll«HTS RKSKRVKO 
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they may show what percentage of accounts represents 1, 2, 3, 
4, or more years continuous business, or new business; what 
proportion of the total sales are charge, cash, C. O. D.'s, and 
approval, etc. 

It is impossible to give here anything like the number of uses 
to which all or any kind of graph is adapted, or the combina- 
tions in which they may be useful, or how much or how far 
all or each may be used. The extent to which graphs may be 
vahiable in any line of business depends on the ingenuity of 
the user. 

STRAIGHT-LINE GRAPHS 



SIMPLEST FOBM8 

3. To prepare a straight-line graph, a unit of measurement 
must first be decided on and then this unit must be multiplied 
or divided to make up the comparative lines that form the graph. 

These lines can be run either horizontally or vertically, but 
all must have the same direction and be of the same comparative 



1850 1 

1.000 

I860 warn 

9.223 

33.092 


• 


45350 


♦ 


75.215 




102.026 


129,867 


I4l.35t 
Fig. 1 





length. Such a graph may be used to show the earnings of a 
company year by year, month by month, or any other com- 
parative period, or to show the growth of a business by periods; 
in fact, the relation of any set of figures to any other set can be 
shown by these straight lines. 
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For example, Fig. 1 shows the growth of a city. The first 
year of which there is a record the population was 1,000. Using 
this as a basis and adopting a scale of some convenient size, 
say, iV i^ch to 1,000 poptdation, the first line may be drawn this 
length. The second Une to show a poptdation of 9,223 will then 
have to be 9.223 XtV = .922t^, which is .92 inch long. The 
third line, to show a poptdation of 33,093, must be33.092X-iV, 
or 3.3 inches long. By the same method, it will be found that 
the other lines will be 4.58, 7.5, 10.2, 12.9, and 14.1 inches long; 
the last line shows the poptdation of the city at the beginning 
of the year 1914. This graph shows the total poptdation at 

1850 Hi 
.1,000 



I860 



8,223 
1870 ■■■■■■■ 



23,869 



1880 I 



12,758 

1890 mammmmtrnmaM 



29,365 



1900 I 

1910 

1914 



26.811 



11.484 



27,841 



Fig. 2 



any of the given periods; to determine the growth during any 
period, subtract the figtires of the preceding period from those 
of the required period. 

4. To make a chart. Fig. 2, to show the growth by periods, 
find the figures showing the growth for each period as just 
described, then determine upon a tmit of meastirement, say 
I inch = 1,000. Then, for the first year the line will be i inch 
long. To find the length of the second line, subtract 1,000 
from 9,223, which was the total production; this leaves 8,223 
as the increase in population for the period. Drawn to the 
adopted scale this will give a line 2.5 inches long. For the third 
period, subtract 9,223 from 33,092, which gives 23,869 as the 
growth; drawn to scale this will give a line 5.95 inches long. 
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By the same method, the other lines will be 3.19, 7.35, 6.7, 
6.95, and 2.87 inches long. • 

A study of Fig. 1 will show that the city had a good healthy 
growth during the whole term given, as each period shows a good 
increase in population. However, a study of the second chart 
will show that while the city increased every period, during the 
period 1870 to 1880 the increase was only about 50 per cent, 
that of the preceding period. The period between 1880 and 
1890 shows an imusual increase of 230 per cent, over the pre- 
ceding 10 years. The two following periods show normal 
increases. 

The last line shows an increase for only a portion of a period. 
To compare this with the other periods it will be necessary 
to reduce the figures to one-tenth of a period or 1 year. To do 
this the figures 11,484 must be divided by 4, which gives 2,871. 
This shows that this period compares very favorably with the 
best of the preceding periods, for if this same growth is con- 
tinued for the remainder of the 10 years it will give an increase 
for the period of 28,710. 

6. Variations in Arrangement. — ^While the charts given 
in Figs. 1 and 2 have the figures and dates printed over each 
line, figures may be placed at the top and sides of the chart 
and light vertical lines spaced at uniform distances repre- 
senting fixed sums dropped from the top figures. For 
example, lines may be spaced at uniform distances repre- 
senting increases of 500 and these spaces could be subdivided 
by four lines representing 100. The lines of the graph could 
then be laid out across these vertical lines and extend past the 
nearest 500 subdivision to the number required; if the graph 
line should represent a fraction of 100 the space between the 
100 subdivisions may be divided by the eye. 



BLOCKS AS GRAPHS 



6. Straight lines can be changed into blocks by simply 
widening the lines. The blocks may then be used to repre- 
sent the same things as the plain lines, but the blocks will have 
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GRAPHS 



the advantage that each block may be divided into sections 
by coloring or cross-sectioning. A chart made of blocks is 
shown in Fig. 3; this chart gives the resources of banks in the 
reserve districts. The total resources of each district are 
divided into three sections representing cash, loans, and 
other resources. As it is necessary to know in what form these 
resources are, the complete blocks which represent the total 




Pig. 3 

resources of each district, are sectioned to represent the pro- 
portionate amount of cash, loans, and other resources, as shown 
by the key. The chart could be drawn on section paper with 
amounts marked in the margin to indicate the amoimts that 
the different items represent. When this is done, to find the 
total amount of each kind of resource, the cash will be read 
direct from the chart figures; the amotmt of loans is found by 
subtracting the amount of the cash from the amount coin- 
ciding with the top of the loan section; the amount of the other 



Digitized by 



Google 



6 



GRAPHS 



§41 



resources is found by subtracting the amount coinciding with 
the top of the loan section from the amount opposite t^e top 
of the block. 

Another way of indicating the amounts is to print the figures 
either in or opposite each section. The best method to use 
is the one that will make the most striking comparison. 



Other Counties, $1 10,500.000 
Spain. $123,000,000 
Brazil. $125,500,000 
Japan. $142,200,000 
Turkey. $142,400,000 
Egypt. $190,000,000 

Italy. $248,300,000 

Argentina. $281,400,000 
Austria. $294,500,000 

Balance British Empire. $37^.200,000 
India, $374,000,000 
Europe, Not Qven Separately, $391,800,000 



England, $730,900,000 



Gcnnany, $863,400,000 



Russia, $1,000,200,000 



France. $1,200,000,000 



United States $1,879,500,000 



Pig. 4 

7. Blocks or lines can be used in many other ways; Fig. 4 
shows blocks used as steps. The size of the blocks are rela- 
tively proportioned by their cubic contents; lines could be used 
in the same form but using only proportionate lengths. Another 
manner in which the blocks can be used to advantage is as shown 
in Fig. 5, where the blocks represent the proportion that the 
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different items of cost bear to one another and fo the total cost 
and selling price of a manufactured product. The first block 
represents the cost, $25, of material used in the manufacture 
of an article. Stepped on this is a block that represents 
the cost of the labor, $50, entering into the manu- 
facture. Together these two items form the primary cost, $75. 
On top of the primary cost is added the block representing 
indirect expenses, $50; this, with the primary cost, makes the 
final factory cost of the product, $125. To the final factory 
cost is added the block representing the selling and administra- 
tive expenses, $25, which with the final factory cost makes the 







PKrfit.25 


Sdlins 
Prica, 

m 


• 




SeHinffMd 
ExpenMs,25 


Total Coit 
To 
Sdl. 
150 






Indkeet 
E>cp«fiM.50 


Final Factoiy 
Cort. 
125 




labor. 50 


Prime 
Coct. 
75 


Mtleriai.25 



Pig. 5 



total cost of the product to sell, $150. To this total cost to 
sell is added a block for the profit, $26, which makes the final 
step and gives the selling price of the product, $175. 



BROKEN-UNE GRAPHS 

8. Broken-line graplis, or line charts, are useful in 
showing the fluctuations in any business or part of a business. 
This style of graph compares the results of a business and is best 
constructed on section paper. The imits of the business are 
usually placed vertically at the sides of the chart and the periods 
of time, arranged horizontally, are shown at the top and bottom 
of the chart, as in Fig. 6. In this case, the periods of time are 
the calendar months of the years 1913 and 1914; therefore, 

I L T 234—20 
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each vertical line represents 1 month; the units of measurement 
are hundreds of dollars, so the space between each horizontal 
line represents $100. 

9. As a basis for constructing a chart it will be assumed 
that the figures on page 9 show the railroad revenues and 
expenses per mile of road for the periods shown. 



1913 



1914 



-au. S< S-a-a<<ioO 



Z Q ^ £ S < S => 




tC> g i d t H > d 
-3 < 0) O ~ ' 



1913 Fig. 6 1914 

First, the range of the figures must be considered, in order that 
the scale to which the chart must be made shall be of a con- 
venient size. The range of the figures for the periods of time 
is January, 1913, to December, 1914, inclusive, making twenty- 
four periods, each represented by a vertical line. For the 



Digitized by 



Google 



§ 41 GRAPHS 

.Q^o Operating 

*^^^ Revenue 

January $1,090 

February 1,010 

March 1,080 

April.....' 1,070 

May 1,150 

June 1,140 

July 1,160 

August 1,225 

September 1,250 

October 1,290 

November 1,160 

December 1,100 

1914 

January 1,000 

February 900 

March 1,070 

April 1,025 

May 1,040 

June 1,080 

• 
units of measurement by dollars, the lowest is $170 and the 
highest $1,290. By making the space between each horizontal 
line represent $100,' it is possible to start from zero and mark 
up fourteen lines so as to give a margin at the top and bottom. 
Starting from the bottom, the horizontal lines may, therefore, 
be Tiimibered 0, 1, 2y 3y etc. and at the top of each vertical 
line the month may be written, and above the* months the 
year may be designated. With this done the line for operating 
revenues may be plotted. The figures show that the operating 
revenue for January, 1913, was $1,090; therefore, on the line 
representing January, 1913, the horizontal line representing 
$1,000 is found and on the January line a point marked off 
nine-tenths of the distance between the $1,000 line and the 
$1,100 line, as 90 is nine-tenths of the difference between $1,000 
and $1 , 100. On the vertical line representing February, point off 
$1,010; this will be located one-tenth of the space above line 10, 



Operating 


Net 


Expenses 


Revenue 


$800 


$290. 


760 


250 


790 


290 


810 


260 


830 


320 


800 


340 


810 


350 


830 


395 


840 


410 


870 


> 420 


825 


335 


800 


300 


775 


225 


730 


170 


790 


280 


770 


255 


780 


260 


770 


310 
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For March, the point is located eight-tenths of the distance 
between the lines 10 and 11. For April, seven-tenths above line 
10 \ for May, five-tenths, or midway between 11 and 12, and 
in like manner for all the months listed. After the points are 
located straight lines connecting the adjacent points should be 
drawn; this will give the graph for the operating revenues. 

In the case of the operating expenses per mile, the points are 
located in the same manner as were the points for the operating 
revenues; connecting lines are then drawn, as before, to com- 
plete the graph. 

10. The net operating revenues are the difference between 
the gross operating revenues and the gross operating expenses. 
For any month this is equal to the distance between the points , 
designating operating revenues and operating expenses on the 
line representing that particular month. The total net reve- 
nues is equal to the space between the operating-revenue graph 
and the operating-expenses graph. This space, to show the 
net revenue clearly, can be shaded or colored, as in Fig. 7. 

11. Use of Line Cliarts. — Graphs can be used for com- 
parison of prices of different commodities, etc. and to show 
how these prices fluctuate yeek by week and year by year. 
In Fig. 8 is shown a comparison of the rates of foreign exchange 
for the years 1904, 1905, and 1909. A reference to the key will 
show that the heavy black lines represent the prices week by 
week for 1904, the Ught full lines give the prices for 1905, and 
the dotted lines the prices for 1906. These lines could be shown 
by different colors as well as by different construction, or addi- 
tional lines varying in construction or color may be added to 
the chart to show subsequent year's prices. This chart is 
divided into three parts, one dealing with the price of sterling, 
one with the price of francs, and one with the price of marks, 
but all parts are constructed from the weekly exdiange quota- 
tions. Notice that the peaks, or high points, point to the par 
value; that is, the figures in the charts for sterling and marks 
are arranged in an ascending order, as these prices are at a dis- 
count, while the figures for the prices of francs are arranged 
in a descending order, as francs are at a premium. 
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TABLE OF COMPARI 

FOREIGN 
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§41 GRAPHS 11 

12. High and low graphs are useful in listing high and low 
prices for stocks, bonds, or other commodities. To construct 
this style of graph, the high quotations are charted the same 
as in the previous examples and then the low prices, the space 



. between the two graphs, is then shaded or colored so as to form 
a wide line. The intersection of the top of this line with a line 
representing any period will then show the high prices and 
likewise the intersection of the bottom will show the low prices 
for that period. Such a graph is shown in Fig. 9. 
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CIRCLE GRAPHS 

13. Circular graplis represent diflferent phases of busi- 
ness activity and show the relation of the various items to the 
business as a whole. To construct one of these graphs a circle is 
drawn to any convenient scale to represent the total business. 
To reduce the different items of the business into their pro- 
portionate number of degrees, all the items must be added 
together to get the total business; the relation that each item 
bears to the .total business will be shown by a subdivision 
bearing the same relation to the complete circle, or 360°. For 
example, if a business con- 
sists of four departments, 
one of which has a net 
revenue of $6,500, another 
has a net revenue of $7,000, 
a third has a net revenue 
of $2,100, and the fourth a 
net revenue of $1,400, the 
total net revenue will then 
be $17,000. 

The complete circle, or 
360°, will then represent 
the total business of 
$17,000. The section of it 
that will represent depart- 
ment 1 will bear the same relation to the complete circle, or 
360°, as $6,500 bears to $17,000. By proportion, dropping the 
himdreds, this section will be 65 : 170 =3^ : 360, or multiply- 




Total Business 
$17,000 

Fig. 10 



ing the extremes and dividing by the mean, 



65X360 
170 



= 138°. 



For department 2, the section will be 70 : 170 = x : 360 = 



70X360 



= 148°. For department 3, the section will be 21 
21X360 



14 



170 
170=:*; 



170 
170=r^:360 

be 



=44°. For department 4, the section will 

This graph is shown in Fig. 10. 



360=li>^-~=30° 
170 
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To prove, these sections shoiild be added together and their 
sum should equal 360; 138°+148^+44^+3(f =36(f. These 
degrees are laid off on the circtmiference with a protractor 
and radial lines drawn from these points to the center; the 
spaces between these lines will then represent in proper pro- 
portion the different items of net revenue. 




14. Approximate Metliod of Preparing Graplis. — In 

case a protractor is not at hand, or if its use is not imderstood, 
an easy approximate method of laying out these graphs is to 
divide the circle into eighths. This can be done by first draw- 
ing a line through the center, cutting the circumference on each 
side ; this will divide the circle into halves. Draw a linfe through 
the center, perpendicular to this first line, to divide the circle 
into quarters. Bisect two of the arcs, not diametrically opposite, 
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and draw lines from these points through the center cutting 
the circumference ; this will divide the circle into eighths. When 
this is done proceed by the use of proportion, as when using the 
degrees, but instead of using 360 for the last extreme use 8. 
For example, using the same figures as: For department 1, 

65 : 170=^ : 8=^^^=3 of the \ ^aces. For 2, 70 : 170 
170 

=^:8='^^=3| of the \ spaces. For S, 21 : 170=ii; : 8 

=2lX8^j of the \ spaces. For 4. 14 : 170=ii; : 8=^^^^ 
170 ^ 170 

= f of a| section. 
To prove, 3+3i+l+|=8 sections. 

15. Use of Percentage. — ^Another plan is to divide the 
circle into one hundred parts, as in Fig. 11. The relation of 
each part of the business will then be found by dividing each 
item by the total business, thus reducing each item to its proper 
percentage; this will give the number of hundredths to lay off 
on the circumference. Lines are then drawn from these points 
to the center as shown. 

16. Comparison by Circle Graplis. — If it is desired to 
show the net revenue with its factors for two or more periods, 
a circle of convenient size is taken for the base and other circles 
are made larger or smaller than this base circle in the same pro- 
portions as the net revenues for. the different periods bear to 
one another. 



Digitized by 



Google 



Digitized by 



Google 



C. p. A. QUESTIONS AND ANSWERS 

(PART 1) 



PRELIMINARY REMARKS 

1. A number of questions taken from the C. P. A. examina- 
tions given in different states, have been fully worked out in 
preceding Sections. But as there is no better preparation for 
these examinations than a study of such questions and their 
answers these Sections are devoted entirely to this work. 
To get the greatest benefit, however, each question should be 
carefully studied and^ worked out before the published answer 
is studied. It is not necessary to use the exact forms of stating 
the answers shown here, but care should be taken that only 
the principles of correct accoimting are used. 

2. One of the benefits to be derived from a close study of 
such questions and answers as are given here is the training in 
analyzing the questions. Another benefit is the drill in assimi- 
ing bases, or starting points, which must often be done in order 
that the questions may be answered at all, at least if the 
answers are to meet the ideas the examiner intended to be 
brought out. 

All the questions given in these Sections, including those 
given in the Examination Questions, have been taken from 
C. P. A. exanjination papers of various states. They may, 
therefore, be considered typical questions and show the general 
methods adopted by the examining boards. The student who 
has familiarized himself with the principles and methods 
covered by the lessons up to this point will find no difficuly in 
working out these typical problems. 

COPYRIGHTKD BY INTKRNATIONAL TKXTBOOK COMPANY. ALL. RIGHTS RBSKRVBD 
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Sales 


$12,110 


Plant and tools 


1,550 


Stores 


1,630 


Cash 


. 1,513 


Office furniture 


200 


Accounts receivable 


2,750 


Accounts payable 


1,670 


Capital accounts March 1, 




1913, A 


2,000 


Capital accounts, B 


1,500 


Capital accounts, C 


1,200 



QUESTIONS AND ANSWERS 

3. Question 1. — ^A, B, and C go into business as con- 
tractors on March 1, 1913, with assets as follows: Cash $1,520, 
plant and tools $1,550, stores $1,630. The investment of each 
is A, $2,000; B, $1,500; C, $1,200. The profits are to be divided 
equally, (a) From the following details construct a trial bal- 
ance as at February 28, 1914: 

Expenses $ 550 

Wages 1,250 

Salaries • ' 175 

Rent 145 

Purchases 8,350 

Commissions paid on sales 78 

Bad debts 35 

Discounts on purchases 20 

Loan from C 1,000 

Drawings, A 570 

Drawings, B 400 

Drawings, C 304 ^ 

(6) Prepare a statement of income and expenditure, (c) Pre- 
pare a statement of receipts and disbursements, (d) Prepare a 
profit-and-loss account, (e) Prepare a balance sheet, (f) Pre- 
pare, in ledger form, the capital accounts of the partners. 

Memoranda. — ^Accounts payable includes $250 wages and 
$100 expenses. Depreciate office furniture 10 per cent. Inter- 
est at 5 per cent, on capital and loan accoimts for 1 year.' 
Inventory, stores, February 28, 1914, $1,903; plant and tools, 
February 28, 1914, $1,550; accrued wages, February 28, 1914, 
$33; accrued expense, February 28, 1914, $50. 

4» Answer to Question 1. — ^This is one of four questions 
that were required to be completed by candidates in 3^ hours. 
The question, though not difficult, requires a thprough grasp of 
accoimts and the classification of details for satisfactory answer. 
The statement of receipts and disbursements has reference to 
the receipts and payments of cash. The statement of income 
and expenditures is practically identical with the profit-and-loss 
statement as it comprises the sales, purchases, expenses, etc. 
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The profit-and-loss account may contain the same information as 
the statement of income and expenditures. Assuming that the 
examining board may have required a specific division between 
these two statements, only such items are placed in the profit- 
and-loss accotmt as pertain to the division of profits. A study 
of the exhibits will make the meaning clear and show the divi- 
sions referred to. 

It will be noted that this is a partnership firm in the business 
of contracting, and that the information given pertains entirely 
to the first year's operation. The sales accotmt represents the 
aggregate business done, while the purchases have reference to 
the material, stores, etc., purchased. As there are no contracts 
in operation, adjustments of process costs or partly earned 
profits are not necessary. The stores $1,630 are material and 
supplies on hand at the beginning; and this, together with the 
purchases $8,350, less the inventory of stores on hand at the 
closing $1,903, gives $8,077 as the amount used in the com- 
pletion of contracts. 

The loan from C may be treated the same as a loan from the 
bank, but since interest is accrued on it such interest should be 
credited to C*s personal accotmt, or else to interest accrued 
accotmt. This interest is shown in the division of profits, but 
there is no objection to including it in the expendittires. 

5. The capital accotmts and personal accotmts of the part- 
ners may be kept separate. At the time of closing, the capital 
accotmts may remain intact, while personal drawings accotmts 
may be used to show the profits and drawings. All items are 
adjtisted into the capital accotmts, in the accompanying 
analysis, in order to exhibit all the details necessary and to 
simplify the balance sheet. The acQotmts payable, $1,670, 
include wages and expenses, which amotmts are separated 
therefrom in the balance sheet in order to present conditions in a 
true light. There is a difference between wages due and wages 
accrued, therefore they are separated in the statements. Inter- 
est on capital is not an expense of the business but a part of 
the profits, and it is so regarded in the profit-and-loss accotmt. 
This interest is deducted from the net earnings, however, before 
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the final division of remaining profits is made. The profit-and- 
loss account shows the distribution of profits to partners at the 
date of closing. The six exhibits called for are as follows: 



TRIAL BALANCE 
Firm of A, B, and C 
Year Ended February 28, 



1914 



Expenses 

Wages 

Salaries 

Rent 

Purchases 

Commissions paid on sales. 

Bad debts 

Discounts on purchases 

Loan from C 

Drawings, A 

Drawings, B 

Drawings, C 

Sales 

Plant and tools 

Stores 

Cash 

Furniture 

Accounts receivable 

Accounts payable 

Capital account, A 

Capital account, B 

Capital account, C 



550.00 

1,250.00 

175.00 

145.00 

8,350.00 

78.00 

35.00 



570.00 
400.00 
304.00 

1,550.00 
1,630.00 
1,513.00 
200.00 
2,750.00 



$19,500.00 



$ 20.00 
1,000.00 



12,110.00 



1,670.00 
2,000.00 
1,500.00 
1,200.00 



$19,500.00 



STATEMENT OF INCOME AND EXPENDITURE 

Firm of A, B, and C 

Year Ended February 28, 1914 

Income 



Sales for year 




$12,110.00 


Expenditures 






Stores on hand at beginning 


$1,630.00 




Purchases $8,350.00 






Less discounts 20.00 






$8,330.00 






Less inventory at closing 1,903.00 


6,427.00 




Cost of sales 


$8,057.00 




Trade expenses $ 550.00 






Wages 1,283.00 






Salaries 175.00 






Rent 145.00 






Commissions 78.00 






Bad debts 35.00 






Accrued expenses 50.00 






Depreciation on furniture and fixtures 20.00 


2,336.00 




Total expenditure 




10,393.00 


Net profit from operations 




$ 1,717.00 
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STATEMENT OF RECEIPTS AND DISBURSEMENTS 

Firm of A, B, and C 

Year Ended February 28, 1914 

Receipts of Cash 



Cash invested at March 1, 


1913 




$1,520.00 


From accounts receivable 




$9,325.00 




Loan from C 




1,000.00 


10,325.00 


Total receipts 






$11,845.00 


Disbursements of Cash 






Expenses 




$ 450.00 




Wages 




1,000.00 




Salaries 




175.00 


' 


Rent 




145.00 




Purchases 


$8,350.00 






Accounts payable 


$1,670 






Wages and expenses 


350 1,320.00 
$7,030.00 






Discount 


20.00 


7,010.00 




Office furniture 




200.00 




Commissions paid on sales 




78.00 




Drawings, A's account 




570.00 




Drawings, B's account 




400.00 




Drawings, C's account 




304.00 




Total disbursements 






10,332.00 



Cash balance, February 28, 1914 $ 1,513.00 



PROFIT-AND-LOSS ACCOUNT 

Firm of A, B, and C 

Year Ended February 28, 1914 

Net profit from operations $1,717.00 

From which deduct 
Interest on capital 

A, 5 per cent, on $2,000.00 $100.00 

B, 5 per cent, on $1 ,500.00 75.00 

C, 5 per cent, on $1,200.00 60.00 
Interest on loan from C 

5 per cent, on $1,000.00 50.00 285.00 

Net balance for division $1,432.00 

Division of Profits 

A, one-third $ 477.34 

B, one-third 477.33 

C, one-third 477.33 

$1,432.00 

Note — The interest on the loan from C is shown in the division of profits, but 
there is no objection to including it in the expenditures. 
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BALANCE SHEET 

Firm of A, B, and C 

Year Ended February 28, 1914 



Assets 



LiabiUtiee and Capital 



Cash $1,513.00 

Accounts receivable 2,750.00 

Stores 1,903.00 

Office fixtures 180.00 

Plant and tools 1,550.00 



$7,896.00 



Accounts payable 
Wages due 
Wages accrued 
Expenses due 
Ejyenses accrued 

Ldto from C 

Liabilities 
A's capita] 
B's capital 
C*s capital 

Net worth of firm 



$250.00 

33.00 

100.00 

- 50.00 



$1,320.00 



$2,007.34 
1,652.33 
1,483.33 



433.00 

1,000.00 

$2,753.00 



5,143.00 
$7,896.00 



CAPITAL ACCOUNTS OF PARTNERS 

Year Ended February 28, 1914 

A's Account 



Drawings 
Balance 


$ 570.00 
2,007.34 


Investment 

Interest 

Profit 

Balance 


$2,000.00 
100.00 
477.34 




$2,577.34 


$2,577.34 
$2,007.34 



B*s Account 



Drawings 
Balance 


$ 400.00 
1,652.33- 


Investment 

Interest 

Profit 

Balance 


$1,500.00 

75.00 

477.33 




$2,052.33 


$2,052.33 
$1,652.33 



C*s Account 



Drawings 
Balance 


$ 304.00 
1,483.33 


Investment 
Intferest 

Interest on loan 
Profit 

Balance 


$1,200.00 

60.00 

50.00 

4X7.33 




$1,787.33 


$1,787.33 
$1,483.33 
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6. Question 2. — ^From the following trial balance and 
notations prepare a manufactiiring-and-trading account, profit- 
and-loss account, and balance sheet as at December 31, 1914, 

TRIAL BALANCE 
Globe Manufacturing Company 
Year Ended December 31, 1914 



Cash 

Land 

Buildings 

Machinery 

Tools and implements 

Horses, wagons, and harness 

Office furniture 

Bills receivable • 

Accounts receivable 

Investments 

Salesmen's accounts, advances on salaries . . 
Organization expenses $15,000, less 2 per 

cent 

Good-will 

Bills payable 

Accounts payable 

Special accounts, officers and clerks 

Reserve for ba.d debts, less accounts 

written off 

Reserve for depreciation, buildings 2} per 

cent 

Reserve for depreciation, machinery 6 per 

cent 

Reserve for depreciation, horses, wagons, 

etc. 10 per cent 

Capital stock, 10,000 shares at $100 

Sales, less returns and allowances 

Rent of part of business premises 

Inventoiy, December 31, 1913 

Purchases, including freight and cartage. . . 

Labor, factory pay rolls 

Salaries of officers, clerical force 

Salari^ of salesmen 

Advertising. 

Taxes 

Insurance 

Interest and discount.^ 

Expense, stable 

Expenses, office, legal, and unclassified 

Maintenance, repairs, buildings, etc 

Profit and loss, 1913 surplus 



25,324.00 
100,000.00 
200,000.00 
300,000.00 

40,430.00 

30,000.00 
5,201.00 

25,812.00 
163,374.00 

20,000.00 
1,960.00 

14,700.00 
200,000.00 



104,621.00 

395,662.00 

600,400.00 

75,120.00 

60,440.00 

50,300.00 

4,020.00 

2,600.00 

6,500.00 

4,000.00 

25,750.00 

26,942.00 



$2,483,156.00 



$ 42,000.00 
98,511.00 
15,363.00 

112.00 

6,000.00 

18,000.00 

3,000.00 

1,000,000.00 

1,240,600.00 

500.00 



60.070.00 



$2,483,156.00 



Memoranda. — Inventories, December 31, 1914, merchandise, finished 
and unfinished, $270,560; factory pay rolls, accrued but not paid, $5,750; 
unexpired insurance, $912; interest accrued on investments, $1,000. 

1 L T 234—21 
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which is the end of the second' fiscal year of the company's 
operations. Make the same reserves for depreciation as were 
made at the end of the preceding year. Write off 10 per cent, 
from balance of organization expenses. Allow 2 per cent, of 
bills and accounts receivable as a provision against possible 
losses. Show the per cent, of gross profit and net profit. Show, 
as a final balance at the credit of undivided-profits accoimt, the 
profits available for distribution. 

7. Answer to Question 2. — ^This question is a fair sample 
of the kind of work the accoimtant is called on to do, though 
the information given in it is very brief, compared with the 
quantity of details that is to be found in an actual set of books. 
When the accountant has access to all accounts, etc. of the con- 
cern being examined, he- can verify inventories, list properties 
on hand, and make a personal inspection of all details. When 
preparing revenue and financial statements, the accoimtant 
should remember that they are made to show results, and there- 
fore should be arranged in the simplest manner possible without 
sacrificing clearness. There is no set rule to follow, however, 
so that the accountant is at liberty to follow the arrangement 
best suited to his individual needs. 

6» The statements that follow are given as fair samples of 
the kind required by the question itself. In making analyses 
of accounts, accoimtants generally use working sheets or papers 
containing from six to fwenty or more columns. This enables 
them to analyze and separate the various accoimts into the 
columns under their respective classifications. 

The items in the comparative percentage statement are 
taken to the nearest decimal of one place and illustrate the 
method of determining percentages. The turnover means the 
cost of goods sold $958,963 ; but as the exact cost of goods manu- 
factured is so hard to determine, the sales are frequently used 
as a basis for percentage exhibits. Comparative statements 
are usually varied to meet the requirements of the management, 
and in some cases contain a considerable amoimt of information 
pertaining to the business of the current month and year as 
compared with last year. 
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PROFIT-AND-LOSS ACCOUNT 
Globe Manufacturing Company 
Year Ended December 31, 1914 



Debits 


Credits 


General expenses 








Salaries, Office 


$ 75,120.00 


Gross profit for trading 




Advertising 


50,300.00 


account 


$281,637.00 


Interest and discount 


6,500.00 


Rent of part of prem- 




Expenses, office and 




ises 


500.00 


legal 


25,750.00 


Interest accrued on 




Reserve for bad 




investments 


1,000.00 


debts, 2 per cent. 


3,784.00 






Organization expen- 








ses 10 per cent. 


1,470.00 






Total expenses 


$162,924.00 






Net profit carried down 


120,213.00 
$283,137.00 




, 




$283,137.00 


Balance of profits'avail- 




Net profit brought 




able for dividends 


$180,283.00 


down 
Surplus profit from 


$120,213.00 






1913 


60,070.00 




$180,283.00 


$180,283,0a 



BALANCE SHEET 
Globe Manufacturing Company 
Year Ended December 31, 1914 



$ 25,324.00 

189,186.00 

270,560.00 

20,000.00 

1,000.00 

1.960.00 

$ 508,030.00 



Assets 

Current assets 
Cash on hand 

Bills receivable $ 25,812.00 

Accounts receivable , 163,374.00 

Merchandise, finished and unfinished 
Investments 
Interest accrued 
Salesmen, advances 
Total current assets 

Fixed assets 

Land $100,000.00 

Buildings 200,000.00 

Machinery 300,000.00 

Tools and implements 40,430.00 

Horses, wagons, etc. 30,000.00 

Office furniture 5,201 iX) 

Total fixed assets 

Good-will 

Insurance unexpired 

Organization expenses $ 14,700.00 

Less 10 per cent. * 1,470.00 



675,631.00 

200,000.00 

912.00 

13,230.00 
$1,397,803.00 
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Liabilities 

Current liabilities 

Bills payable 

Accounts payable 
Special accounts 

Office and clerks 

Wages accrued, factory pay roll 
Total current liabilities 
Reserve accounts 

For bad debts 

Depreciation of building 

Depreciation of machinery 

D^reciation of horses and wagons 
Total liabilities 
Capital stock 
Undivided profits 



$42,000.00 
98,511.00 $ 140,511.00 

15,363.00 
5,750.00 



$ 161,624.00 



$ 3,896.00 

10,000.00 

36,000.00 

6,000.00 



55,896.00 

$ 217,520.00 

1,000,000.00 

180,283.00 

$1,397,803.00 



COMPARATIVE PERCENTAGE STATEMENT 
Globe Manufacturing Company 





Based on Sales 


Based on Turnover 




1914 


1913 


Increase 

(Black) 

Decrease 

(Red) 


1914 


1913 


Increase 
Decrease 


Gross profit •. 


22.7 

9.7 

48.8 

13.13 


19.8 

8.5 

36.4 

11.43 


2.9 
1.2 
2.4 
1.7 


29.4 
12.5 
63.2 
17.0 






Net profit 




Labor, $606,150 

Expenses, $162,924. . . . 





9. Question 3. — ^The Davison Company and the Lewis 
Company amalgamate under the name of The Davison-Lewis 
Company, with an authorized capital of $500,000, of which 
$200,000 is 7 per cent, preferred stock and the remaining 
$300,000 common stock. It is agreed that $100,000 preferred 
stock and $200,000 common stock shall be given for the Davison 
Company's business and $75,000 preferred stock and $75,000 
common stock for the Lewis Company's business. It is also 
agreed that $3,000 common stock is to be allotted to A. Davison 
in consideration of his services in connection with the amalgama- 
tion. From the following balance sheets make the required 
entries in the books of the new company. 
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BALANCE SHEET 
The Davison Company 



Assets 


Liabilities 


Cash 

Book debts 
Bills receivable 
Goods on hand 
Machinery, etc. . 
Real estate 


$ 3,000.00 Bills payable 
5,000.00 Mortgage payable 
20,000.00 Accounts payable 
80,000.00 Capital stock 
60,000.00 
104,000.00 
$272,000.00 

The Lewis Company 


$ 8,000.00 

12,000.00 

2,000.00 

250,000.00 




$272,000.00 


Assets 


LiabUities 


Cash 

Book debts 
Bills receivable 
Machinery, etc. 
Goods on hand 


$ 2,000.00 

5,000.00 

15,000.00 

56,000.00 

30,000.00 

$108,000.00 


Bills payable 
Capital stock 


$ 8,000.00 
100,000.00 




$108,000.00 



10. Answer to Question 3. — ^The net assets of the 
Davison Company, as shown by its balance sheet, amount to 
$250,000. They are to transfer these assets for $300,000 in 
stock, consisting of $100,000 preferred and $200,000 common. 
The extra $50,000 stock issued in excess of the net assets must 
be charged to good-will. . The complete entry will therefore be 
as follows: 



Cash $ 3,000.00 




Book debts 5,000.00 




Bills receivable 20,000.00 




Merchandise 80,000.00 




Machinery 60,000.00 




Real estate 104,000.00 




Good-will 50,000.00 




Bills payable 


$ 8,000.00 


Mortgage payable 


12,000.00 


Accounts payable 
Davison Company 


2,000.00 


300,000.00 


Assets and liabilities of the Davison Company taken 




over as per agreement of January 15, 1914. 




Davison Company $300,000.00 




Capital stock, preferred 


$100,000.00 


Capital stock, common 


200,000.00 


Stock issued to stockholders of Davison Company. 





Digitized by 



Google 



§ 42 C. P. A. QUESTIONS AND ANSWERS 13 

It will be noticed that the Capital-Stock Accoimt must be 
divided in such a way as to keep preferred stock and common 
stock separate. Similarly, in the share ledger, separate accoimts 
must be opened for preferred stockholders as distinguished from 
holders of common stock. 

11. To bring the Lewis Company's net assets into the busi- 
ness the following entry must be made: 



Cash 


$ 2,000.00 




Book debts 


5,000.00 




Bills receivable 


15,000.00 




Machinery 


56,000.00 




Goods 


30,000.00 




Good-will 


50,000.00 




Bills payable 




$ 8,000.00 


Lewis Company 




150,000.00 


Assets and liabilities of Lewis Company taken over 




as per agreement. • 






Lewis Company 


$150,000.00 




Capital stock, preferred 




$ 75,000.00 


Capital stock, common 




75,000.00 


Stock issued to stockholders of Lewis Company in 




accordance with agreement. 







12. Common stock amoimting to $3,000 is issued to 
A. Davison in consideration of his services in bringing about the 
amalgamation. The preliminary expense should be charged 
with this and it may be carried temporarily as an asset, but 
if this is done it should be written down gradually so as to 
disappear entirely by the end of from 3 to 5 years. It may be 
entered as follows : 

Preliminary expense $3,000.00 

Capital stock, common $3,000.00 

After all of the foregoing entries have been posted i the 
accounts opened for the Davison Company knd the Lewis Com- 
pany should balance. Stock certificates of the new company 
will be issued to the shareholders of these respective concerns 
in proportion to their interests in the same, in place of the shares 
previously held by them, which are now surrendered. The 
opening balance sheet of the Davison-Lewis Company will be 
as follows: 
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BALANCE SHEET 
The Davison-Lewis Company 



Assets 


Liabilities 


Cash 


$ 5,000.00 


Bills payable $ 16,000.00 


Book debts 


10,000.00 


Mortgage payable 12,000.00 


Bills receivable 


35,000.00 


Accounts payable ' 2,000.00 


Merchandise 


110,000.00 


Capital stock, pre- 
ferred 175.000.00 


Machinery 


116,000.00 


Real estate 


104,000.00 


Capital stock, common 278,000.00 


Good-will 


100,000.00 




PreUminary expenses 


3,000.00 
$483,000.00 






$483,000.00 



13# Question 4. — ^A manufacturing company requires a 
statement showing the outcome of 7 months' operations. It 
appears that by reason of nfianufacturing having been com- 
menced while the plant and the power development were 
incomplete, frequent stoppages took place, so that the produc- 
tion was much below capacity, while the costs of production 
were abnormally high. Assuming actual running time at 
4J months net, what weight should be attached to these cir- 
cumstances, the directors having asked that they be taken into 
accoimt in determining the disposition of the following items: 



Materials 


$140,000.00 


Pay roll, operatives 


37,300.00 


Pav roll, non-productive labor 


18,250.00 


Bond interest accrued 


14,500.00 


Salaries 


7,205.00 


Insurance 


3,080.00 


General expenses 


1,150.00 


Saks for period 


182.400.00 


Inventories of manufactured goods, at cost to 




produce 


12,400.00 



14. Answer to Question 4. — ^According to the question 
the company's output was actually manufactured in 4J months 
of running time, although 7 months* wages and expenses were 
paid. If the auditor is satisfied as to the truth of the informa- 
tion given him in this respect, he is justified in preparing a 
statement that will show the normal profit in contrast with the 
actual profit. The gross expenses for the period outside of 
material were $81,545; of this amount only nine-fourteenths, or 
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$52,421.76, is the normal charge against the output for this 
period; the diflference, $29,123.24, is the loss due to stoppages. 
The figiu-es given in the statement as per question, show a loss 
of $26,745 ; the difference between these two loss amoimts shows 
a profit for the period of $2,378.24, without taking into considera- 
tion the fact that imder normal conditions the output would 
have been larger and the profit proportionately increased. 
With the proportionate increase of output, there would be for 
the 7 months a net profit of $3,699.42, as shown by the following 
statement: 

In brief the points to be allowed for are (1) decrease of running expenses 
to a basis of 4 J months* time, which will give the net profit for 4 J months, 
or (2) the increase of output from the amoimt given in the question to the 
amount that would have been produced under normal conditions in 
7 months. A simple calculation will show that the sales, instead of being 
$182,400, for 4j months, or $40,533.33 for 1 month, would be $283,- 
733.31 for 7 months, and that the inventories, instead of being $12,400, 
would have been $10,288.89. This would of necessity increase the cost 
of the material from $140,000 to $217,777.78. The first statement shown 
below is based upon the supposed normal conditions and show the normal 
net brofit. 

MANUFACTURING ACCOUNT 



Debits 


Credits 


Material $217,777.78 
Total expenses as per 

question 81,545.00 
$299,322.78 

Net profit 3,699.42 


Sales • 
Inventories 




$283,733.31 
19,288.89 


$303,022.20 


$303,022.20 



The statement constructed in such a way as to show the actual results 
for the period would appear as follows: 





MANUFACTURING ACCOUNT 




Debits 


, Credits 


Material 
Total expense 




$140,000.00 
81,545.00 


Sales 
Inventories 

Net loss 




$182,400.00 
12,400.00 

$194,800.00 
26,745.00 




$221,545.00 


$221,545.00 



Digitized by 



Google 



16 C. P. A. QUESTIONS AND ANSWERS § 42 

15. Question 6. — On August 1, 1912, a loan company 
lends $4,000 at 6 per cent, per annum, compound interest, to 
be repaid in three equal annual instalments. The instalments 
are received on August 1, 1913, 1914, and 1915, respectively. 
Pass the necessary bookkeeping entries for the above through 
the loan company's journal and post to the ledger. 

16. Answer to Question 6. — ^The compoimd amount of 
$4,000 at 6 per cent, per annum for 3 years is $4,764.06. To 
find the amoimt of each annual payment, the amotmt of the 
loan and the compoimd interest on it for the 3 years, $4,764.06, 
must be divided by the sum of the values of $1, paid at each 
stated time, plus the compoxmd interest on that $1 from the 
date of payment to the due date of the loan and interest. 

Each $1 paid at the end of the first year, with compoimd 
interest to the due date, which is 2 years away, will at that date 
amoimt to $1.1236. Each $1 paid at the end of the second year 
with interest to the due date will amount to $1.06. Each $1 
paid at the due date is due then and cannot accumulate interest, 
so is worth $1. $1.1236+$1.06+$1.00 = $3.1836. $4,764.06 
-^ $3. 1836 = $1,496.44, the sum of each annual payment. 

It is a comparatively easy matter to determine what part of 
each payment is interest and what part is principal. The 
interest on the entire loan at 6 per cent, for 1 year is $240; 
therefore, the first instalment of $1,496.44 consists of $240 inter- 
est and $1,256.44 principal, and a journal entry to correspond 
with these amounts must be made. There remains at the end 
of the first year $2,743.56 principal unpaid; the interest on this 
at 6 per cent, gives. $164.61, which is the interest for the second 
year. Deducting this interest from the $1,496.44, which is the 
annual payment, gives $1,331.83, which is the amoimt paid on 
the principal the second year. There is now $1,411.73 of the 
original loan unpaid; the interest on this at 6 per cent, amounts 
to $84.71 ; together they make up the payment for the last year, 
thus proving the accuracy of the calculations. 

17. Another proof can be made as follows: As the loan 
and interest is to be paid in three annual instalments there will 
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be a saving to the payer, in that the interest will not amount 
to so much as it would if the entire loan were allowed to run the 
3 full years. $4,000 compoimded at 6 per cent, for 3 years 
amoimts to $4,764.06. By making three annual payments of 
$1,496.44, the $4,000 is returned with $489.32 interest, saving 
the payer $274.74 in interest. The first payment consists of 
$1,253.43 principal and $240 interest; the second of $1,328.64 
principal and $164.79 interest; the third of $1,417.93 principal 
and $85.17 interest. If the first payment of $1,496.44 were 
kept the remaining 2 years, it would earn $184.95 in interest. 
If the second payment of $1,496.44 had been kept the remaining 
year, it would have earned $89.79 interest. $184.95 +$89.79 
= $274.74, the amotmt shown as saved by the payer. 

18. The journal entries must be made in such a way as will 
credit Interest Accotmt for the amotmt of interest accruing due 
each year, otherwise the proper interest earnings on the com- 
pany cannot be shown. After charging up the accotmt repre- 
senting the original loan with the $4,000 cash, an entry should 
be made charging it with the $240 due at the end of the first 
year. When payment is made, the Loan Account is credited 
for the amoimt of same; this process is continued throughout 
the 3 years. The entries are shown below : 



JOURNAL ENTRIES 




Loan account * 


$4,000.00 




Cash 




$4,000.00 


When loan is made 






Loan account 


240.00 




Interest 




240.00 


Interest due at end oi first year 






Cash 


1,496.44 




Loan account 




1,496.44 


First annual payment ' 






Loan account 


164.61 




Interest 




164.61 


Interest due at end of second year 






Cash 


1,496.44 




Loan account 




1,496.44 


Second annual payment 






Loan account 


84.71 




Interest 




84.71 


Interest due at end of third year 






Cash 


1,496.44 




Loan account 




1,496.44 
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19. A glance at the ledger entries, given below, will show 
that the net restdt of the whole transaction is that the loan 
company's cash accotint is $489.32 greater, which amount has 
been paid as interest on the loan. 

LEDGER ENTRIES 
Loan Account 



Debits 




Credits 




Cash 
Iftterest 
Interest 
Interest 




$4,000.00 

240.00 

164.61 

84.71 

$4,489.32 


Cash 
Cash 
Cash 




$1,496.44 
1,496.44 
1,496.44 




$4,489.32 



Interest 



Debits 


Credits 


Balance 


V 


$489.32 


Loan account 
Loan account 
Loan account 

Balance 




$240.00 

164.61 

84.71 




$489.32 


$489.32 
$489.32 



Cash 



Debits 


. Credits 


Loan account 
Loan account 
Loan account 




$1,496.44 
1,496.44 
1,496.44 


Loan account 
Balance 


$4,000.00 
489.32 


Balance 


$4,489.32* 
$ 489.32 


$4,489.32 



20. Question 6. — D. Hamilton and W. Jackson purchased 
a hotel business for $40,000,. the former investing $16,000 and 
the latter the remainder, and agreed to share profits and losses 
in these proportions. The business has two distinct branches, 
one of which is taken charge of by Hamilton and the other by 
Jackson. Each keeps separate accotmt of his receipts and dis- 
bursements for the term of the partnership. Hamilton's total 
receipts were $40,910.15, and Jackson's $37,201.19; Hamilton's 
disbursements were $50,912.24, and Jackson's $29,870.15. At 
the end of the period the business was sold for $53,700, of which 
$30,000 was received in cash and banked to their joint credit. 
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A note of $23,700 was taken for the balance and then afterwards 
transferred to Hamilton at a discotint of 10 per cent, on its face. 
A final settlement is then made, and each received a check for his 
share of the $30,000. Find the amount of the respective checks. 

~21. Answer to Question 6. — Make the following entry 

to credit each partner for his investment : 

Cash $40,000.00 

D. Hamilton $16,000.00 

W. Jackson 24,000.00 

The purchase of the business for $40,000, at the time it was 
done, doubtless required a number of entries, but for the pur- 
pose of this question the following entry is sufficient : 

Business $40,000.00 

Cash $40,000.00 

As each partner personally controls and is responsible for the 
receipts and disbursements of a certain part of the business from 
its commencement tmtil the date of settlement, each must be 
debited for the cash receipts retained by him and credited for 
the disbursements made by him, and as these receipts and dis- 
bursements are on account of the business itself they must go 
to the credit and debit, respectively, of business account. 

D. Hamilton $40,910.15 

Business $40,910.15 

Business 50,912.24 

D. Hamilton 50,912.24 

W. Jackson 37,201.19 

Business 37,201.19 

Business 29,870.15 

W. Jackson 29,870.15 

The business was sold for $53,700, of which $30,000 was 

received in cash and a note of $23,700 for the balance, therefore 

the following entry is necessary: 

Cash $30,000.00 

Bills receivable 23,700.00 

Business $53,700.00 

As the note is disposed of to Hamilton at a discount of 10 per 

cent.. Business Accoimt should be charged with the $2,370 and 

D. Hamilton for the balance as follows: 

Business $ 2,370.00 

D. Hamilton 21,330.00 

Bills receivable $23,700.00 
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The foregoing entries when posted will produce, without 
including the investment entries, the following statement: 

Dr. Or. 

D. Hamilton $ 11,327.91 

W. Jackson 7,331 04 

Business 83,152.39 $131,811.34 

Cash 30,0 00.00 

$131,811.34 $131,811.34 

The foregoing shows that the business has produced $48,658.95 , 
of which sixteen-f ortieths or two-fifths must go to the credit of 
Hamilton and the remainder to the credit of Jackson as follows : 
Business $48,658.95 

D. Hamilton $19,463.58 

W. Jackson 29,195.37 

This when posted will leave Hamilton's account with a net 

credit of $8,135.67 and Jackson's with a net credit of $21,864.33. 

It will be noticed that these amounts represent the net capital 

of each partner and exist in the form of $30,000 cash. Each one 

is of course entitled to his net capital, the entry required being 

as follows: 

D. Hamilton $ 8,135.67 

W.Jackson 21,864.33 

Cash $30,000.00 

Jackson $24,000.00 

Hamilton 16,000.00 

Business . $40,000.00 

This entry when posted will balance all of the accounts. 

22. Question 7 . — ^A is the owner of a business, the balance 
sheet of which is here shown. B and C are admitted as equal 
partners with A upon each putting into the business $30,000 
cash and each paying A personally $18,000 cash. Show the 
balance sheet of the new firm on commencing business. 

BALANCE SHEET 



Assets 




Liabilities 


Stock in trade 
Cash 
Building 
Book debts 


$50,000.00 

12,000.00 

15,000.00 

3,000.00 

$80,000.00 


Creditors 
A, capital 




$10,000.00 
70,000.00 




$80,000.00 



23. Answer to Question 7. — The balance sheet shows 
A's net capital to be $70,000, but as B and C put into the con- 
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cem $30,000 each, the tangible net assets of the business are 
raised to $130,000, of which one-third, or $43,333.33i belongs to 
each partner. Provided the firm does not wish to raise a good- 
will accotint, the $36,000 cash paid to A personally will not affect 
the question and the new balance sheet will appear as follows : 

BALANCE SHEET 



Assets 


Liabilities 


Stock in trade 
Cash • 
Building 
Book debts, 




$-50,000.00 

72,000.00 

15,000.00 

3,000.00 

$140,000.00 


Creditors 

A, capital 

B, capital 

C, capital 


$ 10,000.00 
43,333.331 
43,333.33* 
43,333.331 
$140,000.00 



24. Under the circtimstances, however, the new firm will 
be justified in opening a good-will account. Each of the new 
partners has paid $48,000 in cash for a one-third interest in the 
new business. It is plain, therefore, that on the same basis 
of valuation the whole business is worth $144,000, of which 
$130,000 consists of the tangible net assets that represented the 
aggregate of the capital accotmts in the foregoing balance sheet. 
The other $14,000 is the value of the good-will, and an accoimt 
may accordingly be opened for it. The good-will valuation may 
also be obtained by comparing the amoimt paid for a one-third 
interest in the business; namely $48,000, with the $43,333.33^ 
shown in the foregoing balance sheet to be each one*s share in 
the business. The difference, $4,666f , is evidently the amount 
paid by the purchaser for his share in the good-will. The total 
value of good-will will, therefore, be three times this amount, 
or $14,000. Under these circtimstances the balance sheet will 
appear as follows: 

BALANCE SHEET 



Assets 


Liabilities 


Stock in trade 
Cash 
Building 
Book debts 
Good-will 




$ 50,000.00 

72,000.00 

15,000.00 

3,000.00 

14,000.00 

$154,000.00 


Creditors 

A, capital 

B, capital 

C, capital 




$ 10,000.00 
'48,000.0G 
48,000.00 
48,000.00 




$154,000.00 
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26. Question 8. — ^The ledger of the firm of Cutter & 
Fitler, retail dealers in men's clothing and furnishings, showed 
the following balances on December 31, 1912: 





Dr. 


Or. 


Cash 


$ 2,896.14 




Accounts receivable 


28,226.06 




Bills receivable 


1,650.00 




Furniture and fixtures 


6,344.92 




Accounts payable 
Bills payable 




$ 12,518.30 




5,598.66 


Inventory, January 1, 1912 






Qothing department 


12,689.54 


1 


Shoe department 


5,219.78 


• 


Haberdashery department 


4,711.44 




Purchases 






Qothing department 


36,148.83 




Shoe department 


15,291.34 




Haberdashery department 
Sales 
Qothing department 


12,680.27 






54,723.57 


Shoe department 




23,107.82 


Haberdashery department 




18.560.26 


Wages 






Qothing department 


2,867.50 




Shoe department 


1,324.80 




Haberdashery department 


987.65 




General expenses 


1,834.19 




Office salaries 


1,450.00 




Rent 


3.000.00 




Taxes 


782.96 




Insurance 


387.39 




Bad debts 


463.28 




Amos Cutter, capital account 




20,000.00 


Hiram Fitler, capital account 




10,000.00 


Amos Cutter, withdrawal account 


3,701.68 




Hiram Fitler, withdrawal account 


1,850.84 





$144,508.61 $144,508.61 

Inventories on December 31, 1912, are as follows: 

Clothing department $14,466.23 

Shoe department 4,913.62 

Haberdashery department 5,028.96 

Prepayments on that date are: 

Taxes $168.22 

Insurance 57.30 

There are no accrued liabilities. Depreciation of 10 per cent, 
is to be written off from furniture and fixtures. Each partner 
is to be credited with 6 per cent, interest on his capital. No 
interest is to be charged on partners' withdrawals. Net profit 
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or loss is to be divided in the proportion: Cutter, two-thirds; 
Fitler, one-third. Prepare the following: Trading account for 
each department, profit-and-loss account, capital account of 
each partner, balance sheet. 

26. First Answer to Question 8. — There is no 
established method of keeping departmental accounts, as each 
store is likely to use the plan suited to its own particular needs 
or in accordance with the ideas of the managers. It seems 
desirable, to say the least, to keep the accotmts in such a way 
as will exhibit the income and expenses of each department 
and the net profit resulting from trading; especially is this true 
if the entire store is entirely subdivided into departments. To 
provide this information requires, of course, that the general 
and overhead expenses shall be apportioned to the different 
departments in some equitable manner; for example, in propor- 
tion to floor space, to the gross sales, to the wages paid, to the 
gross profit, or according to some other prearranged plan. 
APPORTIONMENT OF PROFITS 



Debits 


Credits 


Cutter 


Net profit 


$20,552.52 


Interest on cap- 






ital $ 1,200.00 






Net profit, two- 






thirds 12,501.68 $13,701.68 






J^'itler 






Interest on cap- 






ital $ 600.00 






Net profit, one- 






third 6,250.84 6,850.84 






$20,552.52 


$20,552.52 



Another plan is^to disregard the apportionment of expenses to 
departments and to use only the direct charges, as purchases; 
freight inbotmd and wages; these would be set up against the 
sales and the resulting balance after deducting inventories 
would exhibit the gross departmental profit. The gross profits 
are then carried to the credit of the general profit-and-loss 
account, and the profit-and-loss accotmt is then charged with 
all of the general and administrative expenses. The resulting 
balance must, of course, be the net profit or net loss. This 

1 L T 234-!22 
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seems to be the plan reqtiired by the problem imder considera- 
tion, but for illustrative purposes both plans are shown. The 
manner of showing interest on capital should be noted; it has 
been regarded as part of the profits and not an operating expense. 

CAPITAL ACCOUNTS 
Cutter's Account 



Debits 


Credits 


Withdrawals 
Balance, net wortb 


$ 3,701.68 
30,000.00 


Investment 
Interest on capital 
Two-thirds net profit 

Balance, net worth 
Account 


$20,000.00 

1,200.00 

12,501.68 




$33,701.68 
Fitler's 


$33,701.68 
$30,000.00 


Debits 


Credits 


Withdrawals 
Balance, net worth 


$ 1,850.84 
15,000.00 


Investment 
Interest on capital 
One-third net profit 

Balance, net worth 


$10,000.00 

600.00 

6,250.84 




$16,850.84 


$16,850.84 
$15,000.00 



BALANCE SHEET 

Cutter & Fitler 

At Close of Business, December 31, 1912 

Assets* 



Cash 




$ 2,896.14 


Bills receivable 




1,650.00 


Accounts receivable 




28,226.06 


Prepaid taxes . 




168.22 


Prepaid insurance 




57.30 


Furniture and fixtures 


$ 6,344.92 




Less 10-per-cent. depreciation 


634.49 


, 5,710.43 


Inventories 






Clothing department 


$14,466.23 




Shoe department 


4,913.62 




Haberdashery department 


5,028.96 


24,408.81 


Total assets 




$63,116.96 


Liabilities and Capital 




Accounts payable 




$12,518.30 


Bills payable 




5,598.66 


Total liabilities 
Capital 

Amos Cutter 




$18,116.96 


$30,000.00 




Hiram Fitler 


15,000.00 




Net worth of firm 


45,000.00 






$63,116.96 
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27. The capital accotints of the partners after placing 
therein the withdrawals and profits are as here shown. Some- 
times the withdrawals and profits are contained only in the 
proprietcKr's account, in which case the capital accoimt contains 
only the investment and remains imtouched. 

28. Second Answer to Question 8. — ^The following plan 
is very much along the line already explained, apportioning 
expenses to the various departments. This method is interest— 
ing and represents another idea of apportioning expenses and 
general charges. The bad debts and depreciation might have 
been apportioned also to departments, but then there wotdd 
have been no use for a profit-and-loss account, which is required 
by the question. The interest on capital is regarded as a general 
expense. The balance-sheet and capital accounts are practically 
the same as the ones already shown, and therefore need not be 
given again. 

DEPARTMENT TRADING ACCOUNTS 

Cutter & Fitler 

For Year Ended December 31, 1912 

Clothing Department 



Inventory, January 1, 

1912 
Purchases 
Wages 
Balance, gross profit 



$12,689.54 

36,148.83 

2,867.50 

17,483. 93 

$69,189.80 



Sales 

Inventory, 
31, 1912 



December 



$54,723.57 
14,466.23 



$69,189.80 



Shoe Department 



Inventory, January 1, 

1912 
Purchases 
Wages 
Balance, gross profit 



$ 5,219.78 

15,291.34 

1,324.80 

6,185. 52 

$28,021.44 



Sales 

Inventory, December 
31. 1912 



$23,107.82 
4,913.62 

$28,021.44 



Haberdashery Department 



Inventory, January 1, 

1912 
Purchases 



Balance, gross profit 



$ 4,711.44 

12,680.27 

987.65 

5,209.86 

$23,589.22 



Sales 

Inventory, December 
31, 1912 



$18,560.26 
5,028.96 

$23,589.22 
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PROFIT-AND-LOSS ACCOUNT 

Cutter & Fitler 

For Year Ended December 31, 1912 



Debits 


Credits 


General expenses 


$ 1,834.19 


Gross profit from 




Office salaries 


1,450.00 


Clothing department 


$17,483.93 


Rent 


3,000.00 


Shoe department 


6,185.52 


Taxes, net 


614.74 


Haberdashery depart- 




Insurance, net 


330.09 


ment 


5,209.86 


Bad debts written off 


463.28 






Depreciation of furni- 








ture and fixtures 


634.49 






Total \ 


$ 8,326.79 






Net profit 


20.552.52 
$28,879.31 








$28,879.31 



29. This question calls for a trading account for each 
department. But as the salaries, expenses, rents, and taxes 
are given as a whole, without reference to the amount that 
is to be charged to each department, it is necessary to assume 
that the expenses shall be apportioned in the ratio *of the 
business as a whole that the volume of business bears to the 
total expense. It is therefore probable that a just division 
of the expense given should be shown as follows: Clothing 
department, one-half; shoe department, one-third; haber- 
dashery department, one-sixth. The amoimts as shown on 
the ledger are as follows: 



Amounts 
Prepaid 



Taxes 

$782.96 

168.22 

$614774 



Insurance 
$387.39 
57.30 
$330.09 



Expense 
$1,834.19 



Salaries 
$1,450.00 



Rents 
$3,000.00 



$1,834.19 $1,450.00 $3,000.00 



A proportionate part of this charged to each department is 
as follows: 

DEPARTMENTS 



Taxes 

Insurance 

Expenses 

Salaries 

Rents 



Clothing 

$ 307.37 

165.04 

917.11 

725.00 

1.500.00 


Shoe ] 

$ 204.91 

110.03 

611.39 

483.34 

1,000.00 

$2,409.67 


Haberdash 

$ 102.46 

55.02 

305.69 

241.66 

500.00 


$3,614.52 


$1,204.83 



$ 614.74 

330.09 

1,834.19 

1,450.00 

3,000.00 

$7,229.02 
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RECAPITULATION 


Amounts 




Apportionment 


Taxes 

Insurance 

Expenses 

Salaries 

Rents 


$ 614.74 

330.09 

1,834.19 

1,450.00 

3,000.00 


Clothing department, 

one-half $3,614.52 

Shoe department, one- 
third 2,409.67 

Haberdashery depart- 
ment, one-sixth 1,204.83 




$7,229^ 


$7,229.02 



DEPARTMENT TRADING ACCOUNTS 

Cutter & Fitler 
For Year Ended December 31, 1912 

Clothing Department 
Section 1 



Inventory, January 1, 




Sales $54,723.57 


1912 


$12,689.54 


Inventory, December 


Purchases 


36,148.83 


31, 1912 14,466.23 


Wages 


2,867.50 




Balance, gross profit 


17,483.93 
$69,189.80 






$69,189.80 



Section 2 



Expenses 

Salaries 

Taxes 

Insurance 

Rents 

Balance, net profit 



$ 917.11 

725.00 

307.37 

165.04 

1,500.00 

13,869.41 

$17,483.93 



Shoe Department 
Section 1 



Gross profit 



$17,483.93 



$17,483.93 



Inventory, January 1, 

1912 
Purchases 
Wages 
Balance, gross profit 



$ 5,219.78 

15,291.34 

1,324.80 

6,185.52 

$28,021.44 



Sales $23,107.82 

Inventory, December 
31, 1912 4,913.62 



$28,021.44 



Section 2 



Expenses 

Salaries 

Taxes 

Insurance 

Rents 

Balance, net profit 



$ 611.39 

483.34 

204.91 

110.03 

1,000.00 

3,775.85 

$6,185.52 



Gross profit 



$6,185.52 



$6,185.62 
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Haberdashery Department 
Section 1 



Inventory, January 1, 

1912 
Purchases 
Wages 
Balance, gross profit 



$ 4,711.44 

12,680.27 

987.65 

5,209.86 

$23,589.22 



Sales $18,560.26 

Inventory, December 
31, 1912 5,028.96 



$23,589.22 





Section 2 




Eraenses 
Salaries 


$ 305.69 


Gross profit 


$5,209.86 


. 241.66 






Taxes 


102.46 






Insurance 


55.02 






Rents 


500.00 






Balance, net profits 


4,005.03 
$5,209.86 






\ 


$5,209.86 



PROPIT-AND-LOSS ACCOUNT 

Cutter & Fitler 
January 1 to December 31, 1912 



Bad debts written oflf $ 463.28 

Interest on $20,000; 6 
per cent. Cutter's cap- 
ital 1,200.00 

Interest on $10,000; 6 
per cent. Fitler's cap- 
ital 600.00 

10 per cent, deprecia- 
tion, $6,344.92, furni- 
ture and fixtures 634.49 

Balance, net profit for 

distribution 18,752.52 

$21,650.29 



Net profit from trading 
accounts 
Clothing department $13,869.41 
Shoe department 3,775.85 

Haberdashery depart- 
ment 4,005.03 



$21,650.29 



30. Question 9. — ^A single-entry set of books for 1912 is 
sent to you with an order to state a profit-and-loss account for 
the year and a balance sheet at December 31. The starting 
capital was $34,500. 

Accounts receivable, January 1, $26,500.00; December 31, $44,000.00 
Accounts payable, January 1, 7,500.00; December 31, 9,750.00 

Merchandise, January 1, 8,500.00; December 31, 9,500.00 

Plant and machinery, January 1, 10,000.00; December 31, 10,000.00 
Furniture and fixtures, January 1, 700.00; December 31, 700.00 
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A summary of the cash book for the year shows as follows: 



Received 

Accounts receivable 


$30,000.00 


Capital paid in 


2,500.00 


Disbursed 




Bank overdraft, January 1 


3,700.00 


Accounts payable . 


12,500.00 


General expense 


5,000.00 


Wages 


7,750.00 


Personal account 


1,500.00 


Leaving a bank account of $2,000, and currency 


on hand $50. 



Provide 5 per cent, interest on capital disregarding additions 
during the year and personal drafts, deducting 10 per cent, for 
plant and machinery depreciation, 5 per cent, for fumittu-e and 
fixttu*es, and 5 per cent, for bad-debts reserve. 

31. Answer to Question 9. — ^At first glance this problem 
may seem to be very simple, but a close study will show that it 
is not. Many concerns are still using a single-entry system, 
or one that is so called, because it requires less work than the 
double entry. The purely single-entry set of books keeps 
record only of personal accounts, but the desire for more details 
has gradually broadened the bookkeeping system into a com- 
promise between the single- and the double-entry system, and 
is neither one nor the other. 

Even without the trial balance, certain nominal accoimts 
may be kept very accurately, so that required details may be 
available for use in financial statements. All accotuits may or 
may not be kept in the general ledger, but if not they can usually 
be compiled from the cash-book entries and from other sources. 
In the example under consideratiorv the assets and liabilities 
at beginning and ending are stated, so that the net worth at each 
period can be readily determined. This is illustrated in the ±wo 
balance sheets shown herewith. The net capital on January 1, 
1912, was $34,500 and on December 31, it was increased to 
$53,265. The business is evidently that of aii individual trader, 
and interest on investment is seldom considered imless there 
are two or more partners to share in the division of profits. 
Following are the balance sheets just referred to, the latter 
containing an analysis of the capital account. 
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Assets 


Liabilities 


Accounts receivable 

Merchandise 

Plant and machinery 

Furniture and fixtures 


$26,500.00 

8,500.00 

10,000.00 

700.00 

$45,700.00 


Accounts payable 
Bank overdraft 
Capital 


$ 7,500.00 

3,700.00 

34,500.00 




$45,700.00 



End 


OF Year, December 31, 1912 






Assets 


Liabilities 


Accounts receivable 


$44,000 


Accounts payable 
Reserves for 




$ 9,750 


Merchandise 


9,500 






Plant and machinery 


10,000 


Depreciation 


$ 1,035 




Furniture and fixtures 


700 


Bad debts 


2,200 


3,235 


Cash 


2,050 


Capital 

Balance, Jan. 1 










$34,500 








Additional in- 










vestment 


2,500 








Interest on 










capital 


1.725 








Net profit 


16,040 








Total 


$54,765 








Less drawings 


1,500 


53,265 




$66,250 


$66,250 



In order to prepare a statement of assets and liabilities 
(balance sheet is not a desirable term to use in connection with a 
single-entry system), it is necessary to take inventories and to 
compile from various soiu*ces all of the assets and liabilities of 
the .concern. When this has been done, the net worth can 
readily be determined and the net profit for a given period can 
be obtained by a comparison of the net capital at the beginning 
and the end thereof, as is shown in the statements given here- 
with. Then by a consideration of drawings, additional invest- 
ments, etc., the actual net profit can be stated. 

32. The question asks for a profit-and-loss accqimt, but as 
many of the expense items are given it remains to determine the 
purchases and sales on the plan here illustrated. If there have 
been cash purchases and sales during the year, they can be 
obtained by an inspection of the cash book. 
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Determining the Sales for 1912 

Accounts receivable, December 31, 1912 $44,000.00 

Collections during year 30,000.00 

Total $74,000.00 

Less accounts receivable, as on January 1, 1912 26,500.00 

Balance, sales for year $47,500.00 

Determining the Purchases for 1912 
Accounts payable, end of year $ 9,750.00 

Payments on accoimt during year 12,500.00 

Total $22,250.00 

Less accounts payable, January 1, 1912 7,500.00 

Balance, purchases for year $14,750.00 

When the purchases and sales are known, the profit-and-loss 
accoimt can readily be compiled from data submitted by the 
examiners. It is here stated in three divisions, but one or two 
divisions would no doubt have served the purpose. Attention is 
called to the fact that interest on capital is considered as a part 

PROFIT-AND-LOSS ACCOUNT 
For Year Ended December 31, 1912 



Debits 


Credits 


Inventory, January 1, 

1912 
Purchases for year 


$ 8,500.00 
14,750.00 


Sales for year $47,500.00 


Less inventory, Decem- 
ber 31 


$23,250.00 
9,500.00 




Cost of sales 
Gross profit carried 
down 


$13,750.00 

33,750.00 
$47,500.00 






$47,500.00 


General expense 

Wages 

Depreciation of 
Plant and machinery 
Furniture and fixtures 
Reserve for bad debts 


$ 5,000.00 
7,750.00 

1,000.00 

35.00 

2,200.00 


Gross profit brought 
down $33,750.00 


Net profit 


$15,985.00 

17,765.00 

$33,750.00 






$33,750.00 


Profits apportioned 
Interest on capital 
Balance on net profit 
for division 


$ 1,725.00 

16,040.00 
$17,765.00 


Net profit brought down 
for apportionment $17,765.00 




$17,765.00 
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of the profits and not as an expense of the business. A cash 
accoiint for the year can now be compiled easily from the details 
given. The profit-and-loss account called for in the question 
is shown on page 31. 

^3. Question 10. — ^A manufacturing company, owning 
many patents and constantly acquiring new ones, some by way 
of outright purchase and about an equal number being taken out 
as the result of the efforts of its own experimental department, 
asks you to outline the best method of dealing with this account, 
having in mind the ascertainment of costs of manufacture and 
the annual balance sheet that is submitted to stockholders and 
to the general public. Outline fully yotu* views on this subject. 

34. Answer to Question 10. — Instead of buying all of 
its patents from others, the company decides to hire competent 
workmen and maintain an experimental department, wherein 
new. invtotions are devised, completed, tested, and patented. 
In every case, however, whether the patent is purchased or taken 
out by the company itself, there is always the probability of its 
being superseded or rendered obsolete by a later and more 
suitable invention, thereby necessitating its abandonment for 
the more desirable article. Now, whether the company buys 
its patents from others or gets them out itself as a result of work 
in its experimental departoent, there is usually considerable 
outlay in connection therewith. 

35. All patents ptu*chased of others should be charged to 
patents account at the cost price thereof. A like disposition 
should be made of subsequent charges, expenses of protective 
litigation, and the cost of securing patent assignments and diop 
rights from other persons. Such costs should be absorbed by 
annual depreciation charges during the life of the patents. An 
average amount could be assimied where there are several 
patents costing different amounts and having varying years 
of maturity, being careful to allocate the heavier portion to the 
earlier years of the patent. All patents acquired or taken out 
should be recorded separately in a book or on cards designed for 
that purpose, with appropriate addenda for any values attaching 
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to matured or obsolete patent rights. It is true that many 
patents have a considerable value, even after maturity, which 
might be worth considering, but in that case a revaluing or 
appraisement could be made. Speaking generally, it is better 
to write oflE all patents during their legal existence. The 
accounts will contain the following: 



Patents Account 



Debit with 

The cost of patents acquired by 
purchase 

Subsequent charges for protect- 
ing the patents 

The cost ot securing assignments 
and shop rights 

The cost of patents obtained in 
the experimental department 



of any 
charged 



Credit with 

The sale or transfer 
patents previously 
thereto * 

Depreciation of patents based on 
time they have to run or on 
some other safe basis and 
charged to production costs 

Obsolete or worthless patents 
charged off to profit-and-loss 
account 

Balance, being the net cost or 
book value of patents owned 

36. Charge the experimental department with all expendi- 
tures in connection therewith for cost of equipment, main- 
tenance, salaries, cost of securing patent rights, etc. This 
might even be included in the patents account, or an account 
might be maintained and called patents-and-experimental 
account. Because the annual cost of this department will be 
practically the same, or increasing if anything, and because it is 
maintained by the management without any assurance of lasting 
results, it would seem advisable to charge the entire nmning 
expenses thereof to profit and loss. This would include a 
reasonable depreciation on equipment. The cost of main- 
tenance may, of course, be offset by returns from the sale of 
patents or rights, or from royalties received. It should also 
be credited with patents taken out and charged to patents 
account. The value placed upon such patents should be deter- 
mined by appraisement or by the estimated cost to produce 
them ; or it may be based upon the royalty income that would be 
derived from such an invention. In order, however, that the 
annual charge to patents account may not fluctuate too severely, 
it would seem good practice to capitalize a part of the experi- 
mental outlay from year to year. This could be retained in the 
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experimental-department, account or else be charged to patents 
accoimt; the remainder should hb charged to profit and loss. 
The account^ may appear as follows: 

Experimental Department 



Debit with 
Cost of equipment at time of 

purchase 
Cost of maintenance 
Salaries and expenses 
Cost of securing patent rights 



Credit with 

Sale of patent rights or income 
from royalties, etc. 

Value of patents charged to 
patents account 

Depreciation of equipment 
charged to profit-and-loss ac- 
count 

Inventory at end of year, carried 
down 

Balance charged to profit-and- 
loss account 

37. The book value or appraised value of patents and equip- 
ment of the experimental department should appear in the 
balance sheet. They should be listed about as follows : Patents 
and patent rights; experimental-department equipment. The 
second item might even include a certain amount of the main- 
tenance expenses if it is deemed advisable, providing such 
expenses can be safely appraised. Indeed, some of the patents 
secured through the department may not prove valuable enough 
to justify their being included among the assets. Instead 
of including patent rights singly, they are frequently included 
with some other account, as good-will, patents, etc., or as patents 
and good-will. Sometimes, they are permitted to remain in such 
accounts without depreciation, but that is not a wise plan to 
adopt. These deductions for depreciation are generally 
handled through the loss-and-gain account; though, sometimes, 
they are charged to manuf actiuing expense, but seldom, if ever, 
are they treated as reserves. It seems advisable, in any case, 
to understate the value of assets rather than to adopt an 
opposite course. 

38. Question 11. — Messrs. Brown & Wilson have applied 
to the Pennsylvania National Bank for a loan of $20,000, and 
have submitted the accompanying profit-and-loss account and 
balance sheet. The bank desires an opinion as to the advisa- 
bility of making the loan and as to the form in which the 
accounts are presented. 
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PROFIT-AND-LOSS ACCOUNT 




For Year Ended June 30, 1912 




Stock at July 1, 1911 




$ 50,000.00 


Purchases 




40,000.00 


Wages and salaries 




8,000.00 


Office expenses 




7,000.00 


Miscellaneous expenses 




15,000.00 


Interest on loans 




2,700.00 


Bad debts 




800.00 


Profit 




37,000.00 
$160,500.00 


Sales, less returns 




80,000.00 


Stock at June 30, 1912 




75,000.00 


Dividends on investments 


• 


5,500.00 
$160,500.00 


BALANCE SHEET 




Year Ended June 30, 1912 




Assets 






Book debts 




$250,000.00 


Stock as per inventory 




75,000.00 


Investments at cost 




50,000.00 


Good-will 




10,000.00 


Lease of premises 




5,000.00 


Furniture 




1,000.00 


Cash 




500.00 
$391,500.00 


Liabilities 






Trade creditors 




$344,500.00 


Loans 




27,000.00 


Partners' capital at July 1, 1911 


$ 8,000.00 




Profit for year 


37,000.00 
$45,000.00 




Less drawings during year 


25,000.00 


20,000.00 
$391,500.00 



39. Answer to Question 11. — The well-equipped bank 
of today has its credit department in which applications for 
loans are carefully scrutinized. The head of this department 
is known by some ofHcial title as credit man, assistant cashier, 
or vice-president. The credit man may, of course, make a care- 
ful analysis of the sti tement presented, and even have additional 
information from the borrower to substantiate its validity, 
but only an examination of the accoimts will determine whether 
or not the figures presented are true and conservative. Such 
an examination must be made by some one fully competent to 
perform the work. In this respect, the certified public account- 
ant can be of valuable assistance to the credit man, as is 
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evidenced in the question uilder consideration. Without 
making an examination of the books, it is impossible to give a 
correct opinion as to whether or not the loan of $20,000 should 
be made; in this case, therefore, it is necessary to assimie such 
conditions as would ordinarily be determined by an actual 
examination of the accounts. 

There are many things in the statement submitted that make 
it seem inadvisable to make the loan, and imless there are good 
personal reasons, such as the standing and connections of the 
partners, there is not much to favor an affirmative report. 
K, however, the investments, amounting to $50,000, could be 
turned over as security, there would be no question whatever 
regarding its allowance, provided the securities are as valuable 
as represented. Banks usually require that the quick assets be 
at least twice the amount of the loan, but in this case the 
margin is far from the desired ratio. The loan of $27,000 
already outstanding must no doubt be satisfied first, and pos- 
sibly it is secured by the collateral. The amoimt owing to 
trade creditors is beyond all reason. One must be careful in 
an examination of a business to see that all liabilities are 
included, and that the assets given are not overstated or 
overvalued. The personal accotmts receivable and payable are 
entirely too large when compared with the firm's somewhat 
paltry capital and the volume of business transacted. The 
capital 1 year ago was $8,000 and now it is $20,000 with interim 
drawings of $25,000 against profit-;. This amount should have 
been left in the business, as its withdrawal indicates an 
apparent wilful attempt to use the firm for personal gain. 

40. The profit-and-loss account should be presented in such 
a way as to show the cost of goods sold, the gross profit, and the 
net profit, as indicated in the account here shown. It will be 
seen that the cost of goods sold is only $15,000, while the sales 
amoimt to over five times that amount. This is evidently out 
of proportion, or else the goods are of such a nature as to com- 
mand extraordinarily high prices. It is singular that out of 
$90,000 worth of merchandise only one-sixth of that amotuit 
should be sold during the year. The investments are evidently 
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paying well, but the expenses seem out of reason, especially the 
office and miscellaneous, which amount to $22,500. The 
interest on loans indicates that additional loans have been 
effected, but paid off during the year. The bad debts written 
off should, no doubt, be greater on such a large amount of book 
debts, especially as they have been standing so long. Even 
1 per cent, or $2,500 would be a conservative .estimate in any 
business. 

PROFIT-AND-LOSS ACCOUNT 
Year Ended June 30, 1912 
Sales for year, less returns $80,000.00 

Stock on hand July 1, 1911 $50,000.00 

Purchases 40,000.00 

$90 000.00 
Less stock on hand June 30, 1912 75'000.00 

Cost of goods sold 15.000.00 

Gross profit $65,000.00 

Add dividends on investments 5,500.00 

Total earnings $70,500.00 

Deduct 

The various expenses shown in the question, and 

more if desired amounting to 33,500.00 

Balance, net profit for year $37,000.00 

41. The balance-sheet statement will not stand dose 
inspection. Cash is reduced to its lowest point and furniture 
and good-will are worthless as security for loans. The lease is 
no doubt valuable, but it is not the kind of an asset on which a 
loan can be based. The investment seems to be paying divi- 
dends and might be good security, but the inventory is no doubt 
overstated, judging from the imreasonable proportions of items 
in the merchandise account. As $50,000 worth of goods was 
on hand at the first of the year, why were additional purchases 
made and liabilities incurred, if only $15,000 worth was disposed 
of? The book debts are three times the sales; this makes it 
seem that the object has been to make sales but no collections. 
Evidently.some of these debts have been owing for years, and 
as the terms of credit seldom extend over so long a time it must 
be assumed that they are not collectible. The trade creditors 
show every indication also of having stood for years. The stock 
handled is only $90,000, while the liabilities owing are about four 
times that amount. Possibly the debtors and creditors are the 
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same persons, thus indicating a net credit balance of $94,500; 
the partners may even be included therein as creditors of the 
firm. At any rate, liabilities, as a rule, have to be paid, so they 
must be admitted. It may also be asstimed that both partners 
are included in the capital and drawings. 

STATEMENT OF CONDITION FOR THE BANK 

Brown & Wilson 

June 30, 1912 



Book debts 
Merchandise on hand 
Investments at cost 
Cash 


Quick Assets 




$250,000.00 

75,000.00 

50,000.00 

500.00 


Total quick assets 


Liabilities 




$375,500.00 


Trade creditors 
Loans 


$344,500.00 
27,000.00 




Total liabilities 






371,500.00 


Firm's net worth 






$ 4,000.00 



It will be seen that only the quick assets are included, as this 
is about all a bank cares for, though the present worth of the 
firm will include all the other assets. From the information 
given, however, it seems inexpedient to grant the loan. 

Banks usually require of borrowers full information regarding 
their business affairs as well as a correct statement of their 
assets and liabilities. Forms are given borrowers to be filled 
in, and the searching questions to be answered, supply, fully, 
information regarding the concern and its business progress. 

42. Question 12. — ^Prepare a sample statement of an 
administrator's final account for presentation in a probate 
court. 

43. Answer to Question 12. — ^The final account of an 
administrator is the statement rendered by him to the probate 
court upon the completion of his official duties as administrator 
of an estate. In the meantime he may or may not have ren- 
dered one or more intermediate accounts of matters pertain- 
ing to the estate. The illustration given below is both the first 
and the final, which is similar in every way to the account sub- 
mitted by an executor. In Pennsylvania, the court having 
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jurisdiction over such matters is known as the orphans' court, 
and in New York as the surrogate court. 

The executor is a person or persons named by the testator 
in his last will and testament to settle all matters pertaining 
to his estate as directed by the will. In case no will has been 
executed, an administrator is appointed by the court to settle 
up the decedent's affairs. In case a will is made without 
naming an executor, or in case the one named declines to act, 
the court appoints an adminsistrator with will annexed. The 
phrase with will annexed is usually indicated by the letters 
C. T. A., cunt testamento annexo. 

It will be noticed that the form of account required in Penn- 
sylvania is of the simplest kind, showing debits and credits 
respecting principal and the same as to income. In some states, 
the main accoimt consists of a summary of separate schedules. 
Real estate must be recorded separately, as shown in the accom- 
panying accoimt. Every item in the administrator's account 

FINAL ACCOUNT OF ADMINISTRATION IN THE ORPHANS' 
COURT FOR THE CITY AND COUNTY OF PHILADELPHIA 

First and Final Account of Richard Roe, Administrator C. T. A. 
OF John Doe, Deceased, December 18, 1912 

Principal — Dr. 
The accountant charges himself with the amount of inventory and 
appraisement as follows: 

1,000 shares of U. G. I. at 90 $ 90,000.00 

10,000 Philadelphia City 4's at par 10,000.00 

500 shares of P. R. T. at 27 13,500.00 

Note receivable, not due 5,000.00 

Cash found on person of deceased $ 88.00 
Cash deposited m Girard Trust Com- 
pany 25,312.00 25,400.00 
2 horses and 1 carriage 1,200.00 

Furniture, books, etc. 2,200.00 

Total appraisement $147,300.00 

The accountant also charged himself with the fol- 
lowing amounts received in addition to the above: 
Gain on sale of horses 

sold for $ 1,300.00 

Valued in inventory 1,200.00 $ 100.00 

Gain on sale of U. G. I. 

stock sold for $91,000.00 

Valued in inventory 90,000.00 1,000.00 1,100.00 



$148,400.00 



I L T 234—23 
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Principal — Cr. 

The accountant claims credit as follows: 

Register of wills for granting letters $ 25.50 

Bond of administrator 50.00 

Advertising letters, etc. 15.00 

Fvmeral expenses paid 925.00 

Debts of deceased, specified 14,075.00 

Judgments against estate 8,000.00 

John Smith, Esq., professional ser- 
vices 250.00 

Register of wills for filing account 
Adjudication of court 48.50 

Commissions to accountant, 3 per 
cent. 4,452.00 

Loss on sale of books and furniture: 
Inventories $2,200.00 

Sold for 2,000.00 200.00 

Total $ 28,041.00 

Balance of principal for distribution 120,359.00 $1 48,400.00 

ADMINISTRATOR'S ACCOUNT OF INCOME 
Income — Dr. 
The accountant charges himself with income received as follows: 
Dividends U. G. I. stock $1,000.00 
(Dates) 1,000.00 

1,000.00 

1,000.00 $ 4,000.00 
Interest on City 4's 200.00 

Interest on deposits 200.00 $ 4,400.00 

Income — Cr. 
The accountant claims credits as follows: 
Commission to accountant, 3 per 

cent. $ 132.00 

Balance of income for distribution 4,268!00 $ 4,400.00 

Recapitulation 
Balance of principal $120,359.00 

Balance of income 4,268.00 $124,627.00 

Payments on account to widow of 

deceased $ 6,000.00 

Payments on accoimt to son of 

deceased 3,500.00 9,500.00 

Balance $115,127.00 

Consisting as follows: 

Cash on hand $ 91,627.00 

10,000 PhUadelphia City 4*s 10,000.00 

500 shares P. R. T. 13,500.00 $115,127.00 

ACCOUNT OP REAL-ESTATE TRANSACTIONS 
Realty Account — Debit 
The accountant charges himself with the pur- 
chase money of ^ 
725 North Second Street sold for $11,000.00 
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Realty Account — Credit 
Accountant asks allowances for the following 

Commission to John Smith, 1 per cent. $ 110.00 
Commission to accountant, 3 per cent. 330.00 

Balance 10,560.00 $11,000.00 

(Acknowledged before register of wills or notary) 

Richard Roe, 

Administrator. 

should bear date of entry, though dates have been omitted in 
the accotints illustrated herewith. 

The accounts might even remain imtouched when titles are 
passed, or be transferred to a different ledger. If mortgages 
are received, the account Mortgages Receivable should be 
debited, likewise if some other security is passed. 

44. Question 13. — ^The American Gas Light Company 
had operated a gas plant since the beginning of the year 1914. 
For the purpose of acquiring this industry, the National 
Gas Company was organized April 1, 1917, with a capital of 
$100,000, and after purchasing all of the capital stock of the 
American Company, issued $100,000 of first-mortgage, 6-per- 
cent., gold bonds, dated April 1, 1917, due April 1, 1947, interest 
payable January 1 and July 1 of each year. In acquiring the 
stock of the American Company, paying organization expenses, 
etc., the National Company used all of its capital stock and 
$90,000 of the first-mortgage bonds, holding in reserve $10,000 
of bonds for improvements. 

Make the necessary ioumal entries to open 'the books of the 
new company and prepare a balance sheet, dated June 30, 1917. 
Also prepare a profit-and-loss accotmt showing the average 
annual results of the operations of the old company. The 
inventory was as follows: Coal,. $400; coke, $150; tar, $100; 
total, $650. June 30, 1917, the two companies were united 
by a certificate of merger and new books were opened. The 
accounts of the American Gas Light Company had not been 
closed at any time during that company's existence, and at the 
date of the merger stood as shown on the following page. 
While the trial balance given in the problem is shown in 
ledger form, the statements in the answer may be shown 
in ledger form or in statement form. 
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Debits 

Land, buildings, ma- 
chinery, mains, and 
franchises 

Materials and tools 

Coal, including freight 

Labor 

Repairs 

Water and Supplies 

Superintendence 

Shanes, clerks and col- 
lectors 

Office expenses 

Insurance 

Taxes 

Interest 

Cash 

Consumer's accounts 

Other accounts receiv- 
able 



82,360.73 

1,856.30 

47,540.45 

50,668.73 

13,872.46 

3,869.39 

3,500.00 

5,600.00 
2,100.00 
1,435.00 
4,237.10 
1,450.40 
2,251.47 
3,210.44 

2,121.90 
$226,074.37 



Credits 



Capital 
Bills payable 
Accounts payable 
Gas account 
Coke accoimt 
Tar account 



$ 50,000.00 
5,000.00 
2,679.81 
157,683.33 
6,210.69 
4,500.54 



$226,074.37 



45. Answer to Question 13. 

MANUFACTURING ACCOUNT 
June 30, 1917 



Coal 

Labor 

Repairs 

Water 

Superintendence 

Insurance 

Taxes 



Less inventories 



$ 47,540.45 

50,668.73 

13,872.46 

3,869.39 

3,500.00 

1,435.00 

4,237.10 

$125,123.13 



Coal 
Coke 
Tar 



$400.00 
150.00 
100.00 



650.00 



Manufacturing cost $124,473.13 



Manufacturing cost 
transferred to trad- 
ing account 



$124,473.13 



TRADING ACCOUNT 



Manufacturing cost $124,473.13 
Gross profits to profit- 

and-loss account 43,921.43 



$168,394.56 



vSales 

Gas account 
Coke account 
Tar account 



PROPIT-AND-LOSS ACCOUNT 



Salaries 
Office expenses 



Ordinary business prof- 
its, balance down 



$ 5,600.00 

2,100.00 

$7,700.00 

36,221.43 
$43,921.43 



Gross profits 



$124,473.13 



$157,683.33 
6,210.69 
4,500.54 

$168,394.56 



$43,921.43 



$43,921.43 
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ISfET-PROFITS ACCOUNT 




Interest 


$ 1,450.40 


Balance down 


$36,221.43 


Net profits to stuplus 






account 


34,771.03 
$36,221.43 


* 






$36,221.43 


BALANCE SHEET OF OLD COMPANY AFTER CLOSING BOOKS 


Land, buildings,machin 




Bills payable 


$ 5,000.00 


ery, mains, and fran 




Accounts payable 
Capital stock 


2,679.81 


cluses 


$82,360.73 


50,000.00 


Materials and tools 


1356.30 


Surplus 


34,771.03 


Inventories 


650.00 






Consumer's accounts 


3,210.44 






Other accounts receiv 








able 


2,121.90 






Cash 


2,251.47 
$92,450.84 








$92,450.84 


OPENING ENTRIES OF NEW COMPANY 




Stmdry assets, as per 




Liabilities, as per bal- 




balance sheet 


$ 92,450.84 


ance sheet 


$ 7,679.81 


Capital stock, old com- 




Capital stock, new 


100,000.00 


pany under merger; 




Capital stock, old 


50,000.00 


this is new treasury 




Bonds 


90,000.00 


stock of new com- 




Interest on bonds 


1,350.00 


pany 


50,000.00 


6 per cent., on $90,000 


Treasury bonds 


10,000.00 


3 months 




Organization accoimt 


106,578.97 


Reserve account 


10,000.00 


CONS( 


$259,029.81 
3LIDATED 


BALANCE SHEET 


$259,029.81 




As At Ju^ 


rE 30, 1917 




Stmdry assets 


$199,029.81 


Liabilities 


$ 7,679.81 


Treasury stock 


50,000.00 


Capital stock 


150,000.00 


Treasury bonds 


10,000.00 


Bonds 


90,000.00 






Bond interest 


1,350.00 






Reserve account 


10,000.00 




$259,029.81 


$259,029.81 
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QUESTIONS AND ANSWERS— (Continued) 

1. Question 14. — ^A and B are partners canying on a 
business in Winnipeg. On January 1, 1914, after adding 
profits for the past half year, A's capital amounted to $150,000, 
and B's to $100,000. On that date they take into partner- 
ship C upon the following terms: He is to bring in capital 
amoimting to $25,000, and each partner is to be credited with 
interest on his capital at 6 per cent, per annum. All profits 
(after debiting interest) up to $25,000 are to be shared by A 
and B exclusively in proportion to the amounts of their capital 
at January 1, 1914. All profits in excess of $25,000 are to be 
shared equally by the three partners. Accoimts are to be pre- 
pared and profits and interest credited half yearly. C is to be 
credited with a salary of $5,000 per annum. On Jime 30, 1914, 
the profits divisible after debiting C's salary, which he has 
drawn, but before charging interest on partner's capital, 
amotmted to $75,000. The partners' withdrawals, which are 
not chargeable with interest, were A, $12,500; B, $10,000; and 
C, $3,750. Draw up partners* separate accoimts as they should 
stand on July 1, 1914. 

Assume that instead of a profit a loss of $75,000 has occurred; 
how should this be treated in the accounts in the absence of any 
direct provision in the partnership agreement relative to losses? 

2. Answer to Question 14. — The following capital 
accounts and profit-and-loss accoimts are clear enough with- 
out additional comment. C's salary of $2,500 for the half year 
is credited as per contract, and his drawings are assumed to 
have included this amount. 
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In the event of a loss of $75,000, as suggested in the ques- 
tion, this amount plus interest on capital aggregating, $83,250 
would be charged in equal proportions to the three partners, 
giving to each $27,750. This is on the assumption that no 





PARTNERS' 


ACCOUNTS 






A's Account 




1914 




1914 




.une30, Cash 
. une 30, Balance 


$ 12,500.00 


Jan. 1, Balance 
June 30, Interest 


$150,000.00 


170,916.67 


4,500.00 






June 30, Gain 


15,000.00 






Gain 


13,916.67 




$183,416.67 


$183,416.67 






July 1, Balance 


$170,916.67 




B's Account 




1914 




1914 




.une 30, Cash 


$ 10,000.00 


Jan. 1, Balance 


$100,000.00 


. une 30, Balance 


116,916.67 


June 30, Interest 
June 30, Gain 


3,000.00 






10,000.00 






Gain 


13,916.67 




$126,916.67 




$126,916.67 






July 1, Balance 


$116,916.67 




C's Account 




1914 




1914 




Tune 30, Cash 


$ 3,750.00 


Jan. 1, Cash 


$25,000.00 


June 30, Balance 


38,416.66 


June 30, Salary 
June 30, Interest 


2,500.00 






750.00 






June 30, Gain 


13,916.66 




$42,166.66 




$42,166.66 






July 1, Balance 


$38,416.66 


DISTRIBUTIOI 


s[ OF PROFITS 






June 3 


0, 1914 




Profits for distribution 






$75,000.00 


Less interest on capital 






Interest due A 




$ 4,500.00 




Interest due B 




3,000.00 




Interest due C 




750.00 


8,250.00 
$66,750.00 


Balance for distribution 




66,750.00 


Deduct amounts due A and B 






Due A, three-fifths of $25,000 


$15,000.00 




Due B, two-fifths 


of $25,000 


10,000.00 


25,000.00 


Balance for equal division 




$41,750.00 


A's one-third share 


$13,916.67 




B's one- third share 


13,916.67 




C's one-third share 


13,916.66 


$41,750.00 



direct provision has been made in reference to losses. Each 
partner would of course be credited with interest on capital 
per agreement. With reference to the assumed loss, if the 
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existing agreement between the partners implied a similar 
application in case of losses, then the matter of apportioning 
said losses would provide an interesting problem. 

3. Question 15. — The Zebley Garment Company who 
were burned out on the night of September 16, 1912, filed with 
the insurance companies a claim for $95,436.70, which it is 
necessary to verify or disprove. The following balance sheet 
was fotmd as of August 1, 1912: 

BALANCE SHEET 
August 1, 1912 



Assets 




Liabilities 




Cash 


$ 9,224.67 


Accounts payable 
Bills payable 


$ 59,611.46 


Accounts receivable 


88,669.43 


42,183.24 


Bills receivable 


2,473.62 


Capital stock 


50,000.00 


Merchandise inventory 


42,618.97 


Surplus 


14,203.16 


Machinery 


20,419.04 






Furniture and fixtures 


2,000.00 






Prepaid taxes and in- 








surance 


592.13 
$165,997.86 


Total 




Total 


$165,997.86 



At the close of business September 16, their ledger showed 
the following balances: 

LEDGER ACCOUNT 
September 16, 1912 



Capital stock 




$ 50,000.00 


Surplus 




14,203.16 


Cash 


$ 5,418.22 




Accounts receivable 


118,871.14 




Bills receivable 


6,217.24 




Accounts payable 
Bills payable 




72,898.66 




63,114.02 


Machinery 


21,619.34 




Furniture and fixtures 


2,147.30 




Inventory, August 1, 1912 


42,618.97 




Dividends 


6,000.00 




Sales 




162,917.31 


Merchandise purchases 


103,430.22 




Labor 


37,619.14 




Power, light, and heat 


3,716.47 




Factory expense 


7,119.11 




Office salaries 


2,250.00 




Office expenses 


319.54 




Selling expenses 


4,716.92 




Insurance 


318.16 




Taxes 


751.38 






$363,133.15 


$363^133X5 
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The company*s gross profits on sales has been very uniform, 
averaging 20 per cent, ever since the business was started; 
10 per cent, for depreciation has been written off every year 
from machinery and furniture and fixtures. Insurance policies 
covering merchandise, machinery, furniture, and fixtures aggre- 
gate $100,000 and all contain the 80 per cent, coinsurance 
clause. The merchandise and furniture and fixtures were a 
total loss. The salvage in machinery is valued at $2,500, at 
which value the insured decided to retain it. Prepare state- 
ment of claims against the insurance companies: 

4. Answer to Question 16. — ^The question asks only for 
a statement of claim against the insurance companies, but this 
necessitates the determining of values at the time of the fire. 
To do this requires an analysis of the figtu*es presented and 
the establishment of an equitable valuation of the properties 
destroyed. In a manufacturing business, the direct manu- 
facturing charges form a part of the cost of goods destroyed 
and should be included; this is particularly the case with goods 
in the process of manufacture. The direct costs shown in 
the question, however, are applicable to goods that have been 
completed and sold, as well as to those still in process; there- 
fore, these goods must be considered in the aggregate instead 
of separately. In the manufacturing costs are included labor, 
power, light, and heat, and factory expenses, as is shown by 
the accompanying statement. It would be proper, no doubt, 
to add a portion of the insurance and taxes also if the portion 
applicable to the 1| months of operation could be determined. 
Depreciation of machinery for IJ months would be a proper 
charge if considered; it is included, however, in the inventory 
valuation itself, so it is inadvisable to write off further depre- 
ciation. The fact that 10 per cent, has been written off annually 
does not mean that the book figtu*es present a true valuation; 
it may be worth considering more than the amoimt shown. 
The inventory of furniture and fixtures is admitted at book 
value, though it is prudent to write it down. In an extraor- 
dinary case such as this, it would seem advisable to include 
in the cost of manufactured goods a portion of the general and 



Digitized by 



Google 



§ 43 C. P. A. QUESTIONS AND ANSWERS 5 

administrative expenses. No doubt a portion, at least, would 
be directly applicable thereto in the same manner as labor 
and direct factory expenses. 

5. The matter of doubt in the consideration of a case like 
this suggests to the accotmtant the desirability of a conser- 
vative decision in making up the claim for goods destroyed. 
It might even be claimed by the manufacturer that the goods 
were worth more than the bare ntianufacturing cost, on the 
assumption that if purchased elsewhere a higher price would 
have to be paid. It is evident that the company's claim for 

. $95,436.70 contains either estimated profits or considerably 
more loading than we have admitted, as it seems impossible 
to. reconcile it with the information submitted. No doubt 
the accotmtant after investigation determined that the gross 
profit for the past years averaged 20 per cent., while the com- 
pany's officials were estimating differently. The gross profit 
on sales would have to be estimated at about 35 per cent, to 
result in a claim such, as the one presented by the company. 
The 20-per-cent. gross profit is taken on the cost of sales and 
not on the selling price, as is so frequently done in trading con- 
cerns. Where costs are well established, as in a manufacturing 
business, percentages may be based on the cost price instead 
of on the sales. In arranging the gross profit, however, con- 
siderable care should be exercised to see that the elements of 
cost are maintained tmiformly from year to year. The adjust- 
ers are therefore asked to determine or estimate the amotmt of 
loss. The insured, on the other hand, is not bound to accept 
the damage claim decided upon by the adjuster, in which case 
some other expediency must be resorted to. Possibly accoimt- 
ants and appraisers may have to be employed or some equitable 
plan of settlement decided upon. Sometimes the courts are 
resorted to for decisions. 

6. Insurance companies usually reserve the right to replace 
or rebuild damaged property in case reasonable cash settle- 
ments cannot be made. The companies are interested in pre- 
venting loss by fire, and therefore maintain in large cities what 
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are known as fire patrol, underwriters' patrol, salvage corps, 
etc. It is their duty to visit the scene of the fire and to save 
as much property as possible. The expense of maintenance 
is met by the different companies, and their equipment is in 
every way adapted to salvage duty. Salvage has reference 
to the goods saved from loss by fire; in this example, it amounts 
to $2,500. It is presumed, of course, that the books and records 
have all been secured. 

The aggregate insurance carried is $100,000, which is con- 
siderably above the value of property owned at the time of the 
fire. Sometimes a blanket or open policy not to exceed a 

STATEMENT OF CLAIM FOR LOSS BY FIRE 
September 16, 1912 



Value of merchandise inventory, August 1, 1912 


$ 42,618.97 


Merchandise purchases between August 1, 1912, 




and September 16, 1912 


103,430.22 


Total merchandise 


$146,049.19 


Add manufacturing charges 




Labor paid $37,619.14 




Power, light, and heat 3,716.47 




Factory expense 7,119.11 


48.454.72 


Total cost of merchandise 


$194,503.91 


Deduct cost of goods sold 


135.764.43 


Sales $162,917.31-^120 




The gross profit has been uniform for several 




years at 20 per cent. 




Value of merchandise destroyed 


$ 58,739.48 


Add value of properties destroyed 




Machinery, book value 




August 1, 1912 $20,419.04 




Additions between 




August 1 and Sep- 




tember 16 1,200.30 $21,619.34 




Less salvage retained 2,500.00 


19,119.34 


Furniture and fixtures, value August 




1, 1912 $ 2,000.00 




Additions between August 1 and Sep- 




tember 15 147.30 


2,147.30 



Total damage claim $ 80,006.12 

Certificate 

I hereby certify that the above statement of 
claims is in accordance with the books, and that in 
my judgment it represents a fair basis for settle- 
ment. 

R. J. Bennett, Certified Public Accountant 

September 18, 1912 
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specified amount is made out to cover the value of goods on 
hand at any time. This is desirable where goods are not main- 
tained at any fixed amount or quantity, and in case of fire the 
amount of loss must be determined. It seems evident that 
the case imder consideration includes the open policy, though 
it is probable that an ordinary policy had been taken out on 
machinery and fixtures. 



7. The problem calls for only a statement of fire claim 
against the insurance companies, which is presented herewith, 
but a profit-and-loss statement and balance sheet have been 
added, as they will increase the value of the answer as a lesson 
in accountancy. The statement of claim would no doubt be 
accompanied by the accoimtant's letter to the client who 
engaged his services. 

BALANCE SHEET ^ 

As ON September 16, 1912, After Adjustment of Fire Loss With 

THE Insurance 



Assets 


Liabilities 


Cash 

Accounts receivable 
Bills receivable 
Machinery, salvage 

valuation 
Claims for fire loss 
. a'g a i n s t insuramie 

companies 


$ .5,418.22 

118,871.14 

6,217.24 

2,500.00 

80,006.12 
$213,012.72 


Accounts payable 
Bills payable 

Total liabilities 
Present net capital 
of company 


$ 72,898.66 
63,114.02 


Total assets 


$136,012.68 

$ 77,000.04 
$213,012.72 



ANALYSIS OF CAPITAL ACCOUNT- 



Capital stock paid up 
Surplus, August 1, 1912 
Less dividends paid 

Net profit for li months 
Present capital 



$14,203.16 
6,000.00 



$50,000.00 

8,203.16 

1 8,796.88 

$77,000.04 



The books should be adjusted to agree with the results here 
shown. 
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OPERATING AND PROFIT- AN D-LOSS ACCOUNTS 
From August 1, 1912, to September 16, 1912 
Credits 

Sales for 1 J months $162,917.31 
Fire claim appraised by insurance companies 

for goods destroyed 58,739.48 

Fire claim for machinery, appraised 19,119.34 

Fire claim furniture and fixtures, appraised 2,147.30 

Total credits $242,923.43 
Charges 

Merchandise inventory, August 1, 1912 $ 42,618.97 

Merchandise purchases 103,430.22 

Labor 37,619.14 

Power, light, and heat 3,716.47 

Factory expense 7,119.11 

Cost of merchandise $194,503.91 

Office salaries 2,250.00 

Office expenses 319.54 

Selling expenses 4,716.92 

Insurance 318.16 

Taxes 751.38 

Fire loss, furniture and fixtures 2,147.30 

Fire loss, machinery 19,119 .34 

Total charges $224,126.55 

Net profit • $ 18,796.88 

8. Question 16. — ^The following is abstracted from an 
agreement of merger and consolidation made December 31, 
1912, between the Imperial Iron Company and the Central 
Iron Company. Both companies were organized imder the 
laws of Pennsylvania and agreed to merge and consolidate into 
a single corporation. The name of the corporation formed by 
said consolidation was the Imperial Iron Company. 

The amount of capital stock of the new corporation is 
$100,000, all of which shall be common stock, divided into 
1,000 shares of a par value of $100. The manner of distributing 
capital stock shall be as follows: The capital stock of the 
Imperial Iron Company shall be exchangeable for capital stock 
of the new corporation share for share, and the balance of the 
capital stock of the new corporation hereby formed shall be 
distributed to the stockholders of the Central Iron Company, 
in proportion to their present holdings. 

The Imperial Iron Company was incorporated shortly before 
the date of the merger, and had transacted no business except 
the issuance of ten shares capital stock, $100 each, for which 
payment of $1,000 had been received, and which was in the 
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treastiry of the company on the date of the merger. Directly 
after the merger this sttm was transferred to the bank-desposit 
account of the consolidated company and credited to an accoimt 
called "Suspense." 

The Central Iron Company had for a number of years been 
actively engaged in business. Its fiscal year ended Septem- 
ber 30, 1912, at which time an inventory was taken and its 
accoimts had been properly closed. At the date of the merger 
the following trial balance was drawn from the books; 

TRIAL BALANCE 

December 31, 1912 
Cash $ 20,000.00 

Accounts receivable 15.000.00 

Merchandise inventory, September 30, 1912 130,000.00 

Merchandise purchases 250,000.00 

Expenses 25,000.00 

Accounts payable .$ 10,000.00 

Sales 300,000.00 

Capital stock 30,000.00 

Undivided profits, balance September 30, 1912 100,000.00 

$440,000.00 $440,000.00 

The accoimt books of this concern were not closed at the date 
of the merger and no inventory was taken. Although the 
exchange of capital stock was effected and all business, after 
December 31, 1912, was transacted imder the name of the 
Imperial Iron Company, it was not until March 31, 1913, that an 
accotmtant was asked to state the accotmts of the new company 
from the date of consolidation. On March 31, 1913, before the 
accotmtant had commenced his work, an inventory was taken 
which showed the value of merchandise on hand as at that date 
to be $216,250. The following is the trial balance of that date : 

TRIAL BALANCE 
March 31, 1913 
Cash $ 26,000.00 

Accounts receivable 10,000.00 

Merchandise inventory, September 30, 1912 130,000.00 

Merchandise purchased 600,000.00 

Expenses 60,000.00 

Accounts payable $ 10,000.00 

Sales ^ 685,000.00 

Suspense 1,000.00 

Capital stock 30,000.00 

Undivided profits 100,000.00 

$826,000.00 $826,000.00 
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Prepare a balance sheet of the consolidated company, as at 
March 31, 1913, and a profit-and-loss account arranged to 
show the profits of the consolidated company for the 3 months 
ended March 31; and of the Central Iron Company for the 
3 months ended December 31; also statement showing the dis- 
position of profits taken over by the new company. State 
what basis was used in determining the approximate value of 
merchandise on hand December 31. 

9. Answer to Question 16. — In this question the require- 
ments are a balance sheet of the consolidated company on 
March 31, 1913; a profit-and-loss accotint for the consolidated 
company for the 3 months ended March 31, 1913; a profit- 
and-loss account of the Central Iron Company for the 3 months 
ended December 31, 1912; a statement showing disposition of 
profits taken over by the new company; and the basis of deter- 
mining the approximate value of merchandise on hand Decem- 
ber 31, 1912. Adjusting journal entries might also be of advan- 
tage in providing a clearer exhibit of the necessary adjustments. 

The Imperial Iron Company had just been incorporated and 
had not begun operations. Its authorized capital stock is not 
given, but $1,000 has been subscribed and paid in, and is still in 
the treasury; this amount is to be turned over to the new com- 
pany and credited to a suspense accoimt, and an equal amount 
of the new company's stock received. It is credited to this 
account temporarily and a proper adjustment will be made later. 

The Central Iron Company is an established company, and 
its fiscal year ended September 30, 1912. It has a capital stock 
of $30,000, and a surplus of $100,000, making a total capital 
of $130,000. On December 31, 1912, the consolidation took 
place, the exchange having been effected on the basis of accotmts 
shown by the trial balance of that date without closing the 
ledger. By the terms of the amalgamation, the stockholders 
of this company are to have all of the stock but $1,000 and will 
receive certificates for $99,000 in exchange for $30,000 of the 
stock of the old company; this is an increase of $69,000. 

10. The capital and surplus of the Central Iron Company 
increase from $130,000, on September 30, to $180,000 on Decem- 



Digitized by 



Google 



§43 C. P. A. QUESTIONS AND ANSWERS 11 

ber 31. The increase of capital from $30,000 to $99,000 may 
be adjusted into surplus, as shown in the accompanying state- 
ments, or the $69,000 may. be charged to good-will 'accoimt. 
If the latter plan is followed, the surplus on January 1, 1913, 
will show a credit of $150,000, and on April 1, $211,250. Either 
plan may be followed. In the first plan, the Central Iron Com- 
pany turns over a surplus of $81,000 over and above the amoimt 
of stock received. This is now owned by the consolidated com- 
pany, but as the stockholders in the former company own practi- 
cally all of the stock of the new and amalgamated company 
they are not losing anything by making the liberal donation 
of surplus profits. Except for the piapose of reorganizing and 
increasing its capital stock, or possibly for the piapose of 
changing its name, no gain will accrue to the Central Iron Com- 
pany by the so-called merger and consolidation. It could have 
declared a special stock dividend payable out of surplus profits 
and have provided for same by an increase of capital stock. 

11. The question asks for an approximate valuation of 
inventory as on December 31, 1912. The first step, as shown 
by the merchandise account, is to determine the gross gain 
for the entire 6 months ended March 31, 1913, which amoimts 
to $171,250. It will be noted that this gain is just one-fotuth 
of the sales or one-third of the cost of goods sold; therefore, the 
gains for the first 3 months may be considered as having been 
in the same proportion. The sales for the 3 months ended 
December 31, 1912, were $300,000; and if one-fourth of this 
amoimt represents profits, the cost of goods sold must have 
been $225,000. Deducting this amount from $380,000, the 
cost of all goods to that date gives $155,000 as the value of 
merchandise on hand. By adding together the gross gain in 
trading and profit-and-loss accotmts it will be foimd that they 
equal the amoimt shown by the merchandise account, $171,250. 

The surplus account is included for the purpose of showing 
the disposition of profits taken over from the Central Iron 
Company. It is presumed that the books formerly used by 
the Central Iron Company are continued; the adjusting 
entries that follow are made on this presumption. The 

ILT 234—24 
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various official steps required in the consolidation of the 
two corporations, the transfer of assets and liabilities, etc., 
must be* carried out to the letter. These steps wiU not 
vary to any great extent from those required in the amalga- 
mation of two unincorporated concerns into one corporation. 
The adjusting entries are made on the dates indicated but the 
usual routine entries have been omitted. 

ADJUSTING ENTRIES 
December 31, 1912 
Cash $ 1,000.00- 

Suspense $ 1,000.00 

For amount of cash turned over by 
Imperial Company, per agree- 
ment this day. 
Profit and loss 50,000.00 

Surplus 50,000.00 

Transfer of profits of Imperial Iron 
Company. 
Surplus 69,000.00 

Capital stock 69,000.00 

For transfer of surplus profits to 
capital account for account of 
Imperial Iron Company, per 
agreement. 
Suspense , 1,000.00 

Capital stock 1,000.00 

For transfer of amount credited to 
suspense account. 

March 31, 1913 
Profit and loss 62,250.00 

Surplus 62,250.00 

For transfer of net gain for 3 months 
to surplus account. 



MERCHANDISE ACCOUNT 




March 31. 1913 




Debits 


Credits 


Inventory, September 

30. 1912 $130,000.00 
Purchases 600,000.00 


Total sales for 
months 


6 
$685,000.00 


Total $730,000.00 
Less inventory, March 
31, 1913 216,250.00 






Cost of sales $513,750.00 
Gross gain 171,250.00 






$685,000 00 


$685,000.00 




Balance, gross gain 


$171,250.00 
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TRADING AND PROFIT-AND-LOSS ACCOUNTS 

Central Iron Company 

December 31, 1912 



Debits 



Inventory, September 
30, 1912 

Purchases 
Total 

Less inventory, Decem- 
ber 31, 1912 

Cost of goods sold 

Gross gain 



Expenses 
Net gain 
C^ried to suspense 
account 



$130,000.00 

250,000.00 

$380,000.00 

155,000.00 

$225,000.00 

75,000.00 

$300,000.00 

$ 25,000.00 
50,000.00 

$ 75,000.00 



Credits 



Sales for 3 months $300,000.00 



$300,000.00 



Gross gain brought 
down $ 75,000.00 

$ 75,000.00 



BALANCE SHEET 

Central Iron Company 

December 31, 1912 



Assets 


Liabilities 


Cash on hand ^ $ 20,000.00 
Accounts receivable 15,000.00 
Goods on hand 155,000.00 


Accounts payable $ 10,000.00 

Capital stock 30,000.00 

Surplus, Sep- 
tember 30, 
1912 $100,000 

Add net gain 50,000 150.000.00 


$190,000.00 


$190,000.00 



This exhibit shows the condition of the company at the 
time of consolidation. The capital and surplus of $180,000 
is given in exchange for $99,000 of stock of the new company. 
This does not change the actual total value back of the 
shares, although it does change the book value of- each share. 
On a basis of equal earnings during any period there would be 
the same amotint to distribute in dividends. This distribution 
would return the same amount in doUars to each shareholder 
but the per cent, on the total face value of the shares held 
wotdd be less; there being now shares held to the value of 
$99,000 in place of $30,000. 
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TRADING AND PROFIT-AND-LOSS ACCOUNTS 

lupERiAi. Iron Company 

Three Months Ended March 31, 1913 



43 



Debits 


Credits 


Inventory, January 1, 

1913 
Purchases 

Less inventory, Marcb 

31, 1913 
Cost of goods sold 
Gross gain 


$155,000.00 

350,000.00 

$505,000.00 

216,250.00 

$288,750.00 

96,250.00 

$385,000.00 

$ 35,000.00 

61,250.00 

$ 96,250.00 


Sales for 3 months 

Gross gain brought 
down 


$385,000.00 


Expenses 
Net gain 
Carried to surolus 


$385,000.00 

$ 96,250.00 
$ 96,250.00 



The net gain is carried to surplus account where it will 
await the disposition to be made of it by the directors. If 
the fiscal year" is to remain as before, the period has arrived 
for the semi-annual dividend. 

CONSOLIDATED BALANCE SHEET 

Imperial Iron Company 

March 31, 1913 



Assets 


Liabilities 


Cash on hand 
Goods on hand 
Accounts receivable 


$ 26,000.00 

216,250.00 

10,000.00 


Accounts paya 
Capital stock 
Imperial 

Iron Co. 
Central Iron 
Co. 
Surplus 
Acquired 
Earned 


ble $ 10,000.00 
100,000.00 

$ 1,000 

99,000 

$142,250.00 
$81,000 
61.250 


• 


$252,250.00 


$252,250.00 



If good-will had been considered for the increase of stock 
of the Central Iron Company, then good-will $69,000 would 
appear among the assets and siuplus would be increased to 
$211,250. 
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SURPLUS ACCOUNTS 



To capital per adjust- 
ment, December 31, 
1912 

Balance 



$ 69,000.00 
142,250.00 

$211,250.00 



Balance, September 30, 

1912 $100,000.00 

Added, December 31. 

1912 50,000.00 

Added, March 31, 1913 61,25 0.00 

$211,25006 



The term undivided profits, as used in the question, may be 
used instead of surplus. If good-will had been considered, 
the present balance to surplus account would be increased by 
$69,000. 

12. Question 17. — ^The following figures are' taken from 
the books of the Browning Stove Company on December 31 : 



Inventory of finished goods, January 1 

Inventory of raw materials, January 1 

Purchase of raw materials 

Sales 

Wages 

Rent 

Discounts received on purchases 

Discovmts allowed on sales 

Power, light, and heat 

Light and heat for office 

Repairs 

Packing 

Factory expense 

Gener^ expense 

Factory insurance 

General insurance 

Machinery and plant 

Tools 

Commissions 

Office salaries 

Interest on loans 

Salesmen's salaries 

Loans payable 

Discount lost ' 

Notes receivable 

Notes receivable discounted 

Notes payable 

Accoimts receivable 

Accoimts payable 

Office furniture 

Furniture and fixtures 

Cash on hand 

Cash in banks 

Returned sales 

Capital 

Reserve for depreciation 



$ 3,684.57 

11,392.70 

62,619.85 

217,387.42 

109,317.88 

19,500.00 

375.60 

186.36 

8,710.64 

168.00 

1,090.00 

2,017.00 

3,270.00 

5,230.00 

1,050.00 

750.00 

12,350.00 

2.600.00 

7,642.00 

9,700.00 

8,930.00 

440.00 

22,000.00 

120.00 

130.000.00 

8,000.00 

19,500.00 

101,026.00 

30,020.00 

1,100.00 

1,950.00 

1,825.00 

26,467.00 

276.00 

200,000.00 

3,236.98 
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Reserve for bad debts $ 5,727.00 

Freight and cartage inwards 727.00 

Stable expenses 2,750.00 

Horses, wagons, and harnesses 8,500.00 

Postage and expressage 1,250.00 

Superintendence 3,500.00 

Taxes 250.00 

Good-will 10,000.00 

Stationery and printing 1,080.00 

Advertising 8,630.00 

Surplus, previous year 63,753.00 

Prepare from these a trial balance, arranged in systematic 
order as to balance-sheet accounts, assets and liabilities, and 
profit-and-loss accounts, expenses and revenues, the expenses 
divided between commercial and manufacturing, so as to facili- 
tate the preparation of financial or business statements. Draft 
journal entries for closing books. Prepare manufacturing, 
trading, and profit-and-loss accoimts, and verify the results 
here shown by a balance sheet. The following inventories 
and adjustments are to be taken into consideration before 
preparing the statements asked for: 

Raw material $16,250.00 

Finished goods , 9,386.00 

Tools 2,000.00 

Office furniture 1,000.00 

Furniture and fixtures 1,500.00 

Stationery and printing 300.00 

Allow for depreciation: on machinery and plant, 5 per cent. ; 
on horses, wagons, and harnesses, 10 per cent. ; reserve for bad 
debts, 3 per cent, on accoimts receivable only. The item of 
rent $19,500 is to be apportioned as follows: 53 per cent, for 
factory, 22 per cent, for salesrooms, and 25 per cent, for office. 
The item of superintendence $3,500 is to be divided three- 
fifths to factory, and two-fifths to general expense. 

13. -Answer to Question 17. — This question presents 
many interesting points, and no doubt, was designed to test the 
applicant's ability in charting and planning the ledger accounts, 
as well as in setting forth the required information in suitable 
business statements. There is usually too much disregard on 
the part of bookkeepers, for the systematic arrangement of 
ledger accoimts, and in many cases the ledger represents 
a jumbled mass of accoimts opened on ledger pages regardless 
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of location, space required, classification, or logicaL division. 
Before the ledger is opened, care should be taken in planning 
the order in which the accounts should be shown therein, and 
the number of pages to be allotted to each. Accounts that are 
.likely to require two or more pages during the life of the ledger, 
should be given sufficient space to accommodate the records 
of said accoimts without having to be transferred to another 
part of the ledger. 

The arrangement of accoimts as shown in the trial balance, 
is so conveniently planned that the usual statements can be 
made up with very little effort. The location of accoimts may 
not be satisfactory to some accountants, and the division may 
not please in all cases, but that is immaterial as long as the 
object is reached and satisfactory results attained. This order 
or arrangement, however, has considerable merit and is worthy 
of adoption, though any other convenient plan may suit just 
as well. 

14. The ledger accounts begin with the assets, arranged 
in the order shown herein, and listed according to availability 
in case of realization. Cash is first because it is available and 
ready for use at any time. Accounts and notes of customers 
come next, as they are most readily converted into cash. The 
liabilities follow, and are arranged in the order in which they 
will rank in the matter of payment or liquidation; notes and 
accoimts are usually first demands, and capital stock the very 
last. Following these are the expense accounts, which are 
divided as among manufacturing, selling, and general. These 
divisions will greatly facilitate the preparation of business and 
financial statements and are advisable where a great number 
of accounts are required. The expense accounts may be 
arranged in alphabetical order, as shown under section of general 
expenses. 

As a rule, several pages are left blank ii^ each section for any 
additional accounts that may be required during the course of 
business. For instance, cash will appear on page 1 and good- 
will on page 20; then skipping a few pages, notes payable 
will follow on page 31. The expense or operating accounts 
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TRIAL BALANCE, December 31 
Assets 
Cash on hand $ 1,825.00 

Cash in bank 26,467.00 

Notes receivable, per schedule 130,000.00 

Accounts receivable, per schedule 101,026.00 

Inventory of finished goods, January 1 3,684.67 

Inventory of raw material, January 1 11,392.70 

Tools • 2,600.00 

Furniture and fixtures 1,950.00 

Office furniture , 1,100.00 

Horses, wagons, and harnesses ' 8,500.00 

Machinery and plant 12,350.00 

Good-will 10,000.00 

Liabilities 
Notes payable, per schedule 
Notes receivable, discounted, per schedule 
Accounts payable, per schedule 
Loans payable, per schedule 
Reserve for depreciation 
Reserve for bad debts 
Surplus, previous year 
Capital 

Revenues 
Sales 
Discounts received on purchases 

Manufacturing Expenses 
Purchases, raw material $ 62,519.85 



Freight and cartage inwards 

Wages 

Power, Ught, and heat 

Factory expenses 

Factory "insurance 

Superintendence, factory 

Repairs 

Rent of factory 



Commercial Expenses 



Advertising 
Salesmen's salaries 
Commissions 
Returned sales 
Discount on sales 
Packing 

Rent of salesrooms 
Stable expenses 

Discount lost 
General expense 
General insurance 
Interest on loans 
Light and heat, office 
Office salaries 
Postage and expressage 
Rent for office 
Superintendence, general 
Stationery and printing 
Taxes 



General Expenses 



727.00 
109,317.88 
8,710.64 
3,270.00 
1,050.00 
2,100.00 
1,090.00 
10,335.00 

8,630.00 
8,930.00 
7,642.00 
276.00 
186.36 
2,017.00 
4,290.00 
2,750.00 

120.00 

5,230.00 

750.00 

440.00 

168.00 

9,700.00 

1,250.00 

4,875.00 

1,400.00 

1,080.00 

250.00 



$ 19,500.00 

8,000.00 

30,020.00 

22,000.00 

3,236.98 

5,727.00 

63,753.00 

200,000.00 

217,387.42 
375.60 



$570,000.00 $570,000.00 
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may then begin on page 51, and so on. For convenience, 
the sections are often given 100 pages each, in which case 

JOURNAL ENTRIES 



Manufacturing account 


$ 62,519.85 




Purchases 




$ 62,519.85 


Manufacturing account 


137,818.02 




Freight inwards 




727.00 


Wages 




109,317.88 


Power, light, heat 




8,710.64 


Factory e:^)enses 




3,270.00 


Factory insurance 




1,050.00 


Superintendence 




2,100.00 


Rent, factory 




10,335.00 


Repairs 




1,090.00 


Reserve for depreciation 




617.50 


Tools account 




600.00 


Trading account 


195,480.57 




Manufacturing account 




195,480.57 


Sales account 


276.00 




Returned sales 




276.00 


Sales account 


217,111.42 




Trading account 




217,111.42 


Trading account 


35,295.36 




Advertising 




8,630.00 


Salesmen's salaries 




8,930.00 


Commissions 




7,642.00 


Discount on sales 




186.36 


Packing 

Rent of salesrooms 




2,017.00 




4,290.00 


Stable expenses 
Reserve for depreciation 




2,750.00 




850.00 


Profit and loss 


7,963.08 




Trading account 




7,963.08 


Discount on purchases 


375.60 




Ma:nufacturing accoimt 




375.60 


Profit and loss 


28,543.78 




Discount lost 




120.00 


General expense 




5,230.00 


General insurance 




750.00 


Interest on loans 




440.00 


Light and heat 
Office salaries 




168.00 




9,700.00 


Postage and expressage 




1,250.00 


Rent 




4,875.00 


Superintendence 




1,400.00 


Stationery and printing 




780.00 


Taxes 




250.00 


Office furniture 




100.00 


Furniture and fixtures 




450.00 


Reserve for bad debts 




3.030.78 


Surplus account 


36,131.26 




Profit and loss 




36,131.26 



Note. — ^To save space, explanations are omitted, also entries dealing with inventories. 
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the manufactiiring account shown herein will be on page 51 
or 101, according to the plan followed. In the use of modem 
loose-leaf and card ledgers of course these suggestions msy be 
disregarded. 

15. It will be noticed that the information contained in 
the balance sheet is subdivided imder appropriate headings;, 
this plan might be followed in the revenue statements also if 
thought advisable. In many cases such divisions are to be 
recommended, as they enable the unskilled person to compre- 
hend the statements more readily without being required to 
analyze for himself. This matter of subdividing statements, 
however, may easily be overdone, and therefore subdivisions 
should not be used too freely nor ^here imnecessary. 



MANUFACTURING ACCOUNT 
December 31 



Debits 


Credits 


Inventory raw mate- 




Cost of goods manufac- 


rial January 1 


$11,392.70 


tured carried to trad- 


Purchases raw material 


62,519.85 


ding account $195,104.97 


Freight inwards 


727.00 
$74,639.65 




Deduct 






Discount 






on pur- , 






chases $ 375.60 






Raw ma- 






terial on 






hand 16,250.00 


16,625.60 




Material consumed 


$ 58,013.95 




Wages* 


109,317.88 




Power, light, and heat 


8,710.64 




Factory expenses 


3,270.00 




Factory insurance 


1,050.00 




Superintendence, fac- 






tory 


2,100.00 




Rent of factory 


10,335.00 




Repairs 


1,090.00 




Depreciation 






On machinery and 






plant, 5 per cent. 


617.50 




On tools 


600.00 
$195,104.97 






$195,104.97 
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TRADING ACCOUNT 



V Debits 


« 


Credits 


Inventory, finished 




Sales for year $217,387.42 


goods, January 1 


$ 3,684.67 


Less returns 276.00 


Manufactured during 




Net sales $217,111.42 


year 


195,104.97 


Balance, loss, carried 


Total 


$198,789.64 


to profit-and-loss ac- 


Deduct 




count 7,687.48 


Finished goods on 






hand 


9,386.00 




Cost of goods sold 


$189,403.64 




Advertising 


8,630.00 




Salesmen's salaries 


8,930.00 




Commissions 


7,642.00 




Discounts on sales 


186.36 




Packing 

Rent of salesrooms 


2,017.00 




4,290.00 




Stable expenses 


2,760.00 




Depreciation 






Horses, wagons, and 






harness 


850.00 
$224,698.90 






$224,698.90 



PROFIT-AND-LOSS ACCOUNT 



Debits 


Credits 


Loss from trading, as 




Balance, net loss carried 


shown by trading ac- 




to the debit of surplus 


count 


$ 7,687.48 


account $36,131.26 


Discount lost 


120.00 




General expense 


6,230.00 




General insurance 


760.00 




Interest on loans 


440.00 




Light and heat, office 


168.00 




Office salaries 


9,700.00 




Postage and expressage 


1,260.00 




Rent for office 


4,876.00 




Superintendence, gen- 






eral 


1,400.00 




Stationery and 






printing $1,080.00 






Less invent 






tory 300.00 


780.00 




i'axes 


260.00 




Depreciation of office 






furniture 


100.00 




Furniture and fixtures 


460.00 




Reserve for bad debts. 






3 per cent, on ac- 






counts receivable 


3,030.78 
$36,131.26 






$36,131.26 
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BALANCE SHEET 

December 31 
Current Assess 

Cash on hand , $ 1,826.00 

Cash in bank 26,467.00 $ 28,292.00 

Notes receivable $130,000.00 

Less notes under discount 8,000.00 

$122,000.00 

Accounts receivable, per schedule 101,026.00 223,026.00 

Raw material on hand $ 16,250.00 

Finished goods on hand 9,386.00 25,636.00 

Personal Property 

Tools in factory $ 2,600.00 

Less depreciation 600.00 $ 2,000.00 

Furniture and fixtures $ 1,950.00 

Less depreciation 450.00 1,500.00 

Office furniture $ 1,100.00 

Less depreciation 100.00 1,000.00 

Stationery and supplies 300.00 

Fixed Assets 

Horses, wagons, and harness $ 8,500.00 

Machinery and plant 12,350.00 

Total tangible assets $302,604.00 

Good-will 10,000.00 

$312,604.00 

Current Liabilities 

Notes payable, per schedule $19,500.00 

Accounts payable, per schedule 30,020.00 $ 49,520.00 

Loans payable * 22,000.00 

Reserve Accounts 

For depreciation $ 3,236.98 

On horses, wagons, and harness, 10 per cent. 850.00 

On machinery and plant, 5 per cent. 617.50 $ 4,704.48 

For bad debts $ 5,727.00 

On accounts receivable, 3 per cent. 3,030.78 8,757.78 

Fixed Liabilities 
Surplus $63,753.00 

Less net loss 36,131.26 $ 27,621.74 

Capital stock 200,000.00 

$312,604.00 

16. Question 18, — ^A proposition has been made for the 
taking over of three corporations chartered by the state of 
Pennsylvania by a fourth corporation to be chartered by the 
same state. The following statement of affairs has been sub- 
mitted by the three corporations proposed to be absorbed, and 
f oimd to be correct : 
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Corporation No. 1 . 



Capital stock, per value of shares $25 


$1,000,000.00 


Treasury stock 


100,000.00 


Bonded indebtedness 


500,000.00 


Treasury bonds 


50,000.00 


Accounts payable 
Bills payable 


80,000.00 


50,000.00 


Cash 


50,000.00 


Accounts receivable 


180,000.00 


Bills receivable 


42,000.00 


Supplies 


18,000.00 


Plant and franchise 


1,250,000.00 


Corporation No. 2 




Capital stock, par value of shares $50 


$1,000,000.00 


Bonded indebtedness 


500,000.00 


Bills payable 


10,000.00 


Accounts payable 


120,000.00 


Cash 


53,000.00 


Accounts receivable 


220,000.00 


Bills receivable 


80,000.00 


Supplies 


52,000.00 


Plant and franchises 


1,275,000.00 


Corporation No. 3 




Capital stock, par value of shares $25 


$1,000.00 



The proposition made to the three corporations is as follows: 
Each corporation shall pay its own debts, and distribute among 
its own stockholders whatever amount shall appear to the credit 
of profit and loss in closing its books, treating the statements 
rendered as being correct as to values. The remaining assets 
are to be turned over to the promoters of the new corporation 
on the following terms: The capital stock of corporations 
Nos. 1 and 2 at 20 per cent, premiimi in cash, and $100,000 in 
cash to be paid for the capital stock of corporation No. 3. The 
bonds of the two corporations will be purchased at a premiimi 
of 5 per cent. The proposition was accepted. Give closing 
entries for the books of the old corporations. Organize the 
new corporation with a capital of $1,000, and increase to such 
an amoimt as may be deemed necessary, carrying the expenses 
of incorporation through cash, including $5,000 counsel fees. 
Provide for an issue of bonds sufficient to carry out this agree- 
ment, said bonds to be sold at 10 per cent, discount, and also 
provide for $150,000 bonds in treasury, and give a balance sheet 
of the new corporation after the organization. 
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17. Answer to Question 18. — ^This proposition is an 
excellent one for drawing out the candidate's ability in the 
analysis of intricate corporate adjustments. Many inter- 
esting facts are involved and some of them are hard to interpret. 
For instance, what debts are to be paid by each company is 
subject to conjecture, because there is not sufficient cash on 
hand in either of the companies to carry out the agreement. 
To. meet this requirement it is assumed that enough of the 
accounts receivable have been collected to provide sufficient 
funds for settlement of ciurent liabilities and for the distribu- 
tion of surplus profits. If more of the accounts receivable 
had been realized upon there would be an equivalent amount 
of cash on hand to be turned over to the new company. 

The bonded indebtedness of each of the first two companies 
is given as $500,000, but as Corporation No. 1 has unsold bonds 
of $50,000 it is assumed that only $450,000 has been sold. If 
the term indebtedness is interpreted to mean outstanding, then 
the amount must be increased to $500,000. On this basis, the 
purchase price at 105 will be $525,000, instead of $475,260, 
as shown in the solution. 

The question says to reincorporate the new company for 
such an amount as may be deemed necessary, and to issue bonds 
sufficient to carry out this agreement. This is taken to mean 
the amoimt required after the increase of capital stock to pro- 
vide the funds needed to complete the purchase of stocks and 
bonds contracted for, including treasury bonds, expenses, etc. 
To complete the incorporation of the company the capital stock 
is therefore increased from $1,000 to $2,000,000 and a .bond 
issue provided for the same amoimt. The bonded debt might 
well have been increased, but the valuation of plant, which con- 
stitutes the security for bondholders, is not sufficient to justify. 

Treasury Stock No. 1 has been taken as stock that had not 
been issued, thus leaving a capital outstanding of $900,000. 
Treasury bonds were treated in like manner, and interest 
accrued on same not considered. 

18« It is asstmied that the consolidation was brought about 
by promoters through whom the transfers of securities and 
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assets would be made, and the adjusting entries have been made 
accordingly. Other methods of adjustment may be assumed 
as readily with similar results. Indeed, the promoters, by 
means of good-will, might have greatly increased the value of 
properties turned over to the new company. The bond dis- 
count of the three companies has been charged to the separate 
franchise accounts in proportion to* cost, but it would not be 
wrong to open a separate accoimt for bond discount. In the 
combined statements of the three companies, the cleared coltman 
of each company shows the status of the accoimts turned over 
to the promoters of the new company, the stock at 120, and the 
bonds at 105. All outstanding debts have been paid, as agreed 
on, but to do so part of the accounts receivable had to be 
collected to provide sufficient cash as before explained. If 
more had been realized from accoimts receivable, the cleared 
columns would show cash on hand and an equivalent 
reduction in accoimts receivable. Bonds outstanding of 
Company No. 1 are taken as $450,000, on the presumption 
that the amoimt authorized is $500,000. It will be seen 
that Company No. 3 has no assets listed, and that the 
surplus of Company No. 1 and Company No. 2 had been 
paid to stockholders. 



BOOKS OF CORPORATION NO. 1 
Summary 

The cash paid by the promoters did not go through the books of the 
liquidating companies but to the individual holders of the stocks and 
bonds in proportion to their holdings. The amounts to be divided are 
as follows: 

Paid by promoters 
Purchase of bonds $ 450,000.00 

Premium on bonds 22,500.00 

Purchase of stock 900,000.00 

Premium on stock 180,000.00 

Total investment 



$1,552,500.00 



Cash Account 



Balance 

Accounts receivable 



$ 50,000"".00 
140,000.00 



$190,000.00 



Bills payable 
Accounts payable 
Surplus dividend to 
stockholders 



$ 50,000.00 
80,000.00 

60,000.000 
$190,000.00 
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Adjusting Entries 

Promoters of new company $1,350,000.00 

Sundry assets 

Plant and franchise 1,250.000.00 

Supplies 18,000.00 

Bills receivable 42,000.00 

Accounts receivable 40,000.00 



$1,350,000.00 



Capital stock $ 900,000.00 

Bonded indebtedness 450,000.00 

Promoters of new company $1,350,000.00 

For assets turned over to promoters of new company, per agreement, 
for capital stock canceled and taken, and for assumption of bonded 
indebtedness. 

Capital stock $100,000.00 

Treasury stock $100,000.00 

Bond account 50,000.00 

Treasury bonds 60,000.00 

BOOKS OF CORPORATION NO. 2 

Summary of Adjustments 

The cash paid by promotors did not go through the books but to the 
holders of the securities and treated as in No. 1, and as follows: 



Cost to promoters 
Purchase of bonds 
Premiums on bonds 
Ptu*chase of stock 
Premium on stock 
Total investment 



$ 500,000.00 

25,000.00 

1,000,000.00 

200,000.00 

$1,725,000.00 



Cash Account 



Balance 

Accounts receivable 



$ 53,000.00 
127,000.00 



^180,000.00 



Bills payable 
Accounts payable 
Surplus, dividend 
stockholders 



to 



$ 10,000.00 
120,000.00 

50,000.00 
$180,000.00 



$1,500,000.00 



Adjusting Entries 

Promoters of new company $1,500,000.00 

Sundry assets 

Plant and franchise 1,275,000.00 

Supplies 52,000.00 

Bills receivable 80,000.00 

Accounts receivable 93,000.00 

Capital stock $1,000,000.00 

Bonded indebtedness 500,000.00 

Promoters of new company $1,500,000.00 

For assets turned over per agreement, and for assimiption cf capital 
and bonded indebtedness, both stocks and bonds having been purchased 
by said promoters from the holders thereof. 

I L T 234-25 
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BOOKS OF CORPORATION NO. 3 

Evidently no books have been opened and no doubt the company has 
recently been incorporated. There is a capital stock of $1,000 but no 
assets listed. The promoters paid $100,000 to the stockholders for this 
stock. 

Adjusting ENXRms 

Promoters of new company $1,000.00 

Deficit, or assets withheld $1,000.00 

Capital stock $1,000.00 

Promoters of new company $1,000.00 

For capital stock transferred as per 
agreement. 

Summary of Investment 

Amount paid by promoters to three corporations by which the entire 
ownership therein is acquired: 

Cash Investment 

Capital stock of Corporation No. 1 $ 900,000.00 

Premium of 20 per cent. 180,000.00 $1,080,000.00 

Capital stock in Corporation No. 2 $1,000,000.00 

Premium of 20 per cent. 200,000.00 1,200,000.00 

Bonds of Corporation No. 1 $ 450,000.00 

Premium of 5 per cent. 22,500.00 472,500.00 

Bonds of Corporation No. 2 $ 500,000.00 

Premium of 5 per cent. 25,000.00 525,000.00 

Capital stock of Corporation No. 3 $ 1,000.00 
Premium or bonus 99,000.00 100,000.00 

Total investment $3,377,500.00 

It will be noticed that premiums on stocks and bonds and the stock of 
No. 3 amount in all to $527,500. This may be entered in the books of 
the new company as good- will, or franchise. 

19. This purchase forms a basis on which to incorporate 
the new company, and may be handed over by the promoters 
at the price paid, or at an increased valuation. The books of 
the new company are as follows: 

BOOKS OF CORPORATION NO. 4 

Opening Data 

The company is to incorporate for $1,000, and then increase its capital 
to the amount deemed advisable. The entire amount paid for the stocks 
and bonds of the three companies is $3,377,500. To pay for this, the com- 
pany is to sell its increased capital stock, also the bond issue that is to be 
floated and sold at 90. The bond issue must be for $150,000, more than 
required for sale, thus providing the treasury bonds called for. It is 
decided to increase the capital^ stock to $2,000,000 and provide a bond 
issue for $2,000,000 also. The bonds are sold at 90 per cent, of face value. 
Assume that all of the capital stock but $199,000 has been sold at -par 
and fully paid for. 
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Opening Journal Entries 
Subscribers $1,000.00 

Capital stock $1,000.00 

For incorporation of company and 
subscription to capital stock. 
Subscribers $1,800,000.00 

Unsubscribed stock 199,000.00 

Capital stock $1,999,000.00 

Increase of capital stock from 
$1,000 to $2,000,000 
Capital authorized 
Subscribed for and paid up 
Unsubscribed 



Treasury bonds 
Bonds payable 

Bonds authorized 

Bond sales 

Treasury bonds on 
hand 



$2,000,000.00 

1,801,000.00 

$ 199,000.00 

$2,000,000.00 



$2,000,000.00 
1,850,000.00 



$2,000,000.00 



$ 150,000.00 

Bonds were sold at a discount of 10 per cent, as per cash book. 
Cash Account 



Subscribers 


$ 1,000.00 


Incorporation ex 




Subscribers 


1,800,000.00 


penses, fee one-thirc 




Treasury bonds 


1,850,000.00 


on $2,000,000 


$ 6,666.67 


(Discount contra) 




Charter fee 


30.00 






Counsel fees 


5,000.00 






Other expenses, say 


2,000.00 






Bonds discount, 10 








per cent, of sale 


185,000.00 






Promoters of com- 








pany for value of 








plants, franchises, 








and assets of Cor- 








porations Nos. 1, 








2, and 3 


3,377,500.00 






Total payments $3,576,196.67 






(See accompanying 








journal entries) 








Balance 


74,803.33 




$3,651,000.00 


$3,651,000.00 


Balance 


$ 74,803.33 







Opening Journal Entries — (Continued) 



Plant and franchise No. 1 
Plant and franchise No. 2 
Franchise No. 3 
Bills receivable 
Accounts receivable 
Supplies 

Promoters new company 

Bond discount 



$1,537,536.91 

1,594,485.66 

105,477.43 

122,000.00 

133,000.00 

70,000.00 



$3,377,500.00 
185,000.00 



For assets turned over by the promoters of the company, including 
the amount added for premium, etc. Values per attached statement 
headed. Details of Property Received. 
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INVENTORY VALUATIONS 
Plant and franchise Corporation No. 1 

Original valuation $1,250,000.00 

Premium on stock purchase 180,000.00 

Premium on bond purchase 22,500.00 

Share of bond discount, pro- 
rated to cost of entire plant, 

etc. 85,036.91 $1,537,536.91 

Plant and franchise Corporation No. 2 

Original valuation $1,275,000.00 

Premium on stock purchase 200,000.00 

Premitun on bond purchase 25,000.00 

Share of bond discount 94,485. 66 1,594,485.66 

Franchise Corporation No. 3 

Original cost $ 100,000.00 

Share of bond discount 5,477.43 105,477.43 

Bills receivable. Company No. 1 $ 42,000.00 
Bills receivable. Company No. 2 80,000.00 122,000.00 

Accounts receivable, Company 

No. 1 $ 40,000.00 

Accounts receivable, Company 

No. 2 . 93,000.0 133,000.00 

Supplies from Company No. 1 $ 18,000.00 
Supplies from Company No. 2 52,000.00 70,0 00.00 

Total valuation $3,562,500.00 

The bond discount is prorated to the three companies in proportion 
to cost. 

Statement of Assets and Liabilities . "* 
Assets 
• Plant and franchise No. 1 $1,537,536.91 

Plant and franchise No. 2 1,594,485.66 

Franchise No. 3 105,477.43 

SuppHes 70,000.00 

Bills receivable 122,000.00 

Accounts receivable 133,000.00 

Treasury bonds 150,000.00 

Incorporation expenses 13,696.67 

Cash 74,803.33 

$3,801,000.00 

Liabilities 
Capital stock authorized $2,000,000.00 

Unsubscribed 199,000.00 

Outstanding $1,801,000.00 

Bond issue 2,000,000.00 

$3,801,000.00 

20. Question 19. — The following question has been 
selected as an interesting study in analysis rather than as a prob- 
lem in accountancy. Redraft the following statements if they 
are incorrect; interest on capital is at 5 per cent, per annum. 
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PROFIT-AND-LOSS ACCOUNT 
For 6 MoNtHs Ended December 31, 1914 



Debits 



Purchases 

Stock, December 

1914 
Partners' drawings 
Rent 
Salaries 



31. 



Sales 

Interest on capital 

Stock, July 1, 1914 

Commissions 



General expenses 
Interest on loan • 
Balance, net profit 



$27,000.00 

5.000.00 

2,500.00 

500.00 

1,500.00 

4,750.00 

900.00 

125.00 

8.000.00 

$50,275.00 



BALANCE SHEET 
December 31, 1914 



Credits 



$40,025.00 

500.00 

8,250.00 

1,500.00 



$50,275.00 



Debits 




Credits 


Creditors 




$ 5.400.00 


Debtors 


$10,200.00 


Bills receivable 




3,200.00 


Cash on hand 


700.00 


Partners' accounts. 


July 




Cash in bank 


4,000.00 


1, 1914 




10,000.00 


Loan from bank 


5,000.00 


Net profit 




8,000.00 


Stock, December 31, 

1914 
Bills payable 


5,000.00 
1,700.00 




$26,600.00 


$26,600.00 



21. 



Answer to Question 19. 

REDRAFTED BALANCE SHEET 
December 31. 1914 



Assets 



Liabilities 



Cash on hand 
Cash in bank 
Bills receivable 
Accounts receivable 
Stock on hand 



$ 700.00 

4,000.00 

3,200.00 

10,200.00 

5,000.00 



Accounts payable 
Loan from bank 
Bills payable 

Total liabilities 
Capital accounts 
Invest- 
ment 
Less draw- 
ings 



$ 5.400.00 
5.000.00 
1.7C0.00 

$12,100.00 



$10,000.00 
2.500.00 



$23,100.00 



Add 

Interest 

Net gain 
Present capital 



$ 7,500.00 



250.00 
3.250.00 



11.000.00 
$23,100.00 
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Debits 


Credits 


Inventory, July 1, 1914 $ 8,250.00 


Sales 


$40,025.00 


Purchases 


27,000.00 






Wages 


4,750.00 
$40,000.00 






Deduct 








Inventory, December 








31, 1914 


5,000.00 






Cost of sales 


$35,000.00 


« 




Gross gain, carried down 


5,025.00 
$40,025.00 








$40,025.00 


Rent 


$ 500.00 


Gross gain 


$ 5,025.00 


Salaries 


1,500.00 


Commissions 


1,500.00 


General expenses 


900.00 






Interest on loan 


125.00 






Total charges 


$ 3,025.00 






Interest on capital 


250.00 






Net gain 


3,250.00 
$ 6.525.00 








$ 6,525.00 



22. This question is not difficult, but it contains some 
points of interest and should be carefully studied as the items 
are mixed up more than one would expect to find in statements. 
The fact that both of them balance by an apparent net profit 
of $8,000 may lead one to suppose that this had something to 
do with the final result, but it has not. The business has been 
running for 6 months. Interest on capital for 6 months amoimts 
to $250 instead of $500, as shown in the statement. From the 
figures a statement of assets and liabiUties can be easily com- 
piled, the balance of which gives the present capital of the 
firm, $11,000. It will be noted that the investments were 
$10,000, while the withdrawals were $2,500, leaving a net 
investment of $7,500. To this amount should be added inter- 
est on original investment, $250, giving a total of $7,750. The 
difference between this amoxmt and the capital $11,000, is the 
net profit for the period, or $3,250. If interest on capital is 
considered a profit, the net gain is $3,500. In solving the prob- 
lem the first step is to determine the net capital, and then the 
net gain, after which the matter of preparing the profit-and-loss 
statement is very simple. Commissions amotmting to $1,500 
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are evidently earned, though there is nothing in the question to 
signify this conclusion other than by the balance obtained. 
It is necessary, however, to secure a net gain of $3,250, to get 
which amount the items of the statement must be arranged 
in such a way as to produce the required result. No accrued 
interest or depreciation has been considered, but it would be 
prudent to provide for such. 

23. Question 20. — ^The following is the trial balance of 
the Rollins Manufacturing Company at December 31, 1912: 
Cash in bank and on hand $ 1,200.00 



Accounts receivable 


17,000.00 




Accounts payable 




$ 10,200.00 


Plant and machinery 


15,000.00 




Capital stock 




25,000.00 


Inventory account, materials 


5,000.00 




Purchases, materials 


50,000.00 




Sales. 




100,000.00 


Wages, foreman and general 


6,000.00 




Rent, taxes, power, and light 
Travelers' salaries and expenses 


2,500.00 




7,500.00 




Management, office salaries and 






expenses 


5,000.00 




Manufacturing wages 


20,000.00 




Duty and freight 


6,000.00 





$135,200.00 $135,200.00 

Inventory of materials December 31, 1912, $11,500; depre- 
ciation of plant and machinery, 10 per cent. 

When a profit-and-loss account is submitted to it, the com- 
pany claims that there must be some mistake because their 
operations are so simple that they are able to estimate closely 
what the result should be; and the profit shown is about one- 
half their estimate. Their practice in pricing* goods is to add 
10 per cent, for factory expense to the cost of labor and mate- 
rial and then add 40 per cent, to cover selling, management, 
and profit. The factory foreman keeps a record for his own 
satisfaction of the quantities and value of all materials used 
and his figures, $44,000, are correct. Prepare a profit-and-loss 
account, and reconcile it with the estimated profits antici- 
pated by the management. 

24. Answer to Question 20. — The actual results of this 
problem can be easily obtained as exhibited in the accompanying 
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profit-and-loss statement which shows a net profit of $8,000. 
In order to reconcile the acttial restilts with those estimated by 
the management, certain assimiptions have to be made as indi- 
cated in the accompanying comments. It is not at all unusual 
for assumptions of this kind to be made in a manufacturing 
establishment, and the foreman or superintendent after years 
of experience is enabled to estimate very closely the propor- 
tions of materials, labor, and manufacturing expenses. Indeed, 
after a few years of careful record keeping, the wide-awake 
foreman should be able to make estimates that will not fluctuate 
to any great extent from actual operating results. In the pres- 
ent case, however, he erred by omitting freight and duty from 
the cost of materials and by xmderestimating the factory expen- 
ses. If the freight and duty are omitted from the cost of mate- 
rial, his estimate of material used is about correct; the problem 
states that the $44,000 of material used is correct, but it is 
f otmd that this fluctuates from the actual figures taken on the 
same basis by $500. 

It is stated that 40 per cent, is added to the cost of produc- 
tion to cover selling and general expenses and profits; but as 
the proportions are not stated it is impossible to determine 
how much of this is estimated for expenses and how much for 
profit. In order to establish a basis on which to work, it will 
be assumed that the expenses in each case amotmt to $12,500; 
on this basis there is an estimated profit of $15,660 or $7,660 
in excess of the actual net profit. To reconcile this amotint 
with the actual results, it is necessary to deduct the gain of 
$1,440 obtained from the estimated amoimt of sales from the 
$9,100 of tmderestimate in prime cost and factory expenses. 

25. An examination of the accompanying exhibits will make 
the matter much clearer; these exhibits consist of material 
accoimt, statement based on estimates, reconciliation of profits, 
manufacturing and profit-and-loss statement, and reconcilia- 
tion statement. In cases of this kind where the accotmtant 
is called upon to make an examination, his written report fol- 
lows as a natiu-al sequence; therefore, in order to make this 
solution complete a written report should be included. 
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MATERIAL ACCOUNT 

Inventory, January 1, 1912 $ 5,000.00 

Purchases during year 50.000.00 $55,000.00 
Deduct 

Material used during year $44,000.00 

Inventory, December 31, 1912 11,500.00 55,500.00 

Increase in material $ 500.00 

The foregoing presttmes that freight and duty have not been 
considered in material costs. The correct condition of the 
material accotmt should be as follows: 

MATERIAL ACCOUNT 

Inventory, January 1, 1912 $ 5,000.00 

Purchases 50,000.00 

Freight and duty inbound 6,000.00 $61,000.00 
Deduct 

Material used ^44,000.00 

Material on hand 11.500.00 55,500. 00 

Shortage of material $ 5,500.00 

A comparison of these two material accoimts makes it evi- . 
dent that the freight and duty have not been considered in the 
foreman's estimate of $44,000 of material used. 

STATEMENT 
BASED ON ESTIMATES OF MANAGEMENT 

Cost of material used $ 44,000.00 

Manufacturing wages 20,000.00 

Prime cost $ 64,000.00 

Add 10 per cent, for factory expenses 6,400.00 

Total manufacturing cost $ 70,400.00* 
Add 40 per cent, for selling, management, and 

profits 28,160.00 

Estimated selling price $ 98,560.00 

Actual amount of sales 100,000.00 

Excess of sales over estimate - $ 1,440.00 

26. It is seen that the actual sales exceed the estimate by 
$1,440, and it seems as if their plan of estimating had been used 
more as a means of establishing a selling price than an3rthing 
else. The ratio of profits is not stated but is included in the 
40 per cent, added to the manufactiuing costs; this amounts 
to $28,160, including selling expenses, management expenses, 
and profits. What portion of it is profit? The. correct state- 
ment shows that selling and general expenses amoimt to $12,500; 
deducting this from the '$28,160 gives $15,660, which might 
be considered the estimated profit. As the company claims 
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RECONCILING PROFITS 
Estimated Profits Harmonized WiTfi Actual Profits 



Profits estimated by management 
Actual profits are 
Excess of estimate over actual 
Analysis of charges 
Items underestimated 
Actual manufacturing expenses 
Estimated manufacturing expenses 
Amount under estimate 
Add freight and duty omitted 
Excess of actual manufacturing ex- 
penses over the estimated 
Deduct 
Profits not estimated 
Excess of sales over 

amount estimated $1,440.00 
Increase in material 
account 500.00 

Amount to be deducted from 
estimated profits 



$15,660.00 

8,000.00 

$ 7,660.00 



$10,000.00 
6,400.00 

$ 3,600.00 
6,000.00 

$ 9,600.00 



1,940.00 



$ 7,660.00 



MANUFACTURING AND PROFIT- AN D-LOSS STATEMENTS 


Rollins Manufacturing Company, December 31, 1912 


Costs 


Sales 


Materials on hand. 


Sale of goods for 


January 1, 1912 $ 5,000.00 


year $100,000.00 


Purchases for year 50,000.00 




Freight and duty 
inbound 6,000.00 $ 61,000.00 






Less materials on 




hand December 




31, 1912 $11,500.00 




Cost of materials used $ 49,500.00 




Manufacturing wages 20,000.00 




Prime cost $ 69,500.00 




Wages, foreman. 




etc. $6,000.00 




Rent, taxes, power. 




etc. 2,500.00 




Depreciation, plant 




and machinery 1,500.00 10,000.00 




Cost of goods sold $ 79,500.00 




Gross profit carried down 20,500.00 




$100,000.00 


$100,000.00 


Travelers' salaries 


Gross profit 


and expenses $7,500.00 


brought down $ 20,500.00 


Office salaries and 




expenses 5,000.00 $ 12,500.'00 




Net profit 8,000.00 




$ 20,500.00 


$ -20,500.00 
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that the estimated profit is about twice the $8,000 shown by 
the statement, take this $15,660 as the profit and use it as a 
basis for reconciling the two statements. 

The excess of estimated profits amotinting to $7,660 is 
accotmted for by omission of freight and xmderestimating the 
manufacturing expenses; on the other hand there is an imex- 
pected profit on sales of $1,440 over the amoimt estimated and 
also an increase in the value of material. Perhaps this item of 
$500 came about by an improper valuation of inventories. 

The sales are $1,440 over the amoimt estimated. The prime 
cost is $5,500 and factory expenses, $3,600 xmder the actual. 

27. Question 21. — Messrs. Smith & Jones, architects, 
want statements showing the financial condition of their firm, 
their relative positions as partners, their business profit, and 
their income for the year. Their agreement provides that 
Smith is to receive two-fifths and Jones three-fifths of the 
profits; the agreement is silent on the subject of interest charges 
on capital and drawings. On December 31, 1912, the trial 
balance is as follows; the index letters refer to the notes made 
on examining the books: 

a Petty cash account $ 1,150.50 

b Bank of Hamilton 675.80 

c Office fixtures 540.00 

d Jones' house account 8,240.40 

e Stocks account 10,150.50 

/ Expense account 4,792.80 
Client's accounts: 

g UngavaBank 150.00 

h Imperial Deposit Company 250.00 

i Swansea Church 95.00 

k Civic abbatoir 5.00 

$ 600.00 

/ Masonic hall $ 500.00 

m Office Building Company 1,000.00 # 

n City fire hall 700.00 

o Manor house 350.00 

p X estate 9.550.00 

Smith, drawings account 6,000.00 

Jones, drawings account 4,800.00 

q Smith, capital account 10,000.00 

r Jones, capital account 8,000.00 

s Miscellaneous fees account 950.00 

/ Smith, loan account 5,800.00 

$36,850.00 $36,850.00 



12,100.00 
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(a) The petty cash book shows the balance in hand at 
December 31, 1912, to have been $49.50; an analysis of the 
payments shows $100 to have been advanced* to Smith and $5 
paid for Jones; the balance can be charged to- general business 
expenses. 

(b) This is current accoimt after crediting the proceeds of 
a client's note discotmted but not matiu-ed, $2,000. 

(c) 7| per cent, is to be written off. 

(d) The payments on accoimt of Mr. Jones' house have been 
made through the firm's bank and have been kept separate from 
his drawing accoimt for the purpose of showing him the cost 
of the house. 

(e) The balance at January 1, 1912, was $12,500, further 
purchase of shares during the year $5,100, proceeds of sales 
$6,500, and interest and dividends received $949.50. The 
market value of the firm's holdings December 31, 1912, was 
$10,050, and the books are to be adjusted to that value. 

(f) Expenses account covers rent paid $1,100, $100 being 
outstanding, salaries of staff $2,812, and general expenses 
$880.80. 

(g) This is a charge made in the previous year for plans; 
the charge stated that it is recoverable. 

(hr) A charge made in the previous year; irrecoverable. 

(i) Allowance to be made. 

(k) Result of an error in submitting accoimt; recoverable. 

(/), (m), (n), (o)y (p) These are amounts received during 
the year. The total charge against these clients to date, as 
per charges memorandum book, not posted to clients' accounts, 
is $14,600; namely, (/) $625, (m) $1,200, (n) $750, (o) $900, 
and (p) $11,125. 

(q) and (r) These were balances as per balance sheet, 
December 31, 1911. 

-- (s) The amount shown is that of miscellaneous fees received 
during the year; in addition there is $175 outstanding. 

(/) An advance by Mr. Smith to the firm, made July 1, 
1912, $7,000, less $1,200, repaid September 30, 1912, to bear 
interest at 6 per cent, per annum, calculated quarterly; no 
interest has yet been credited or paid. 
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28. Answer to Question 21. — It will be seen that this 
question relates to a firm that sells its services to clients; the 
account keeping must necessarily be different from that of 
trading or manufacturing concerns. The accotintant is asked 
to make a statement showing the firm's financial position as 
of December 31, 1912; this of course has reference to the bal- 
ance sheet. He is required also to make statements showing 
the relative positions of the partners, the business profit, and 
the income for the year. The business profit or the business 
earnings has reference to the amoimt earned from professional 
services; in other words, the aggregate sales of the men's skill 
for the period tmder review. From this must be deducted the 
direct charges and expenses necessary for conducting the busi- 
ness such as rent, salaries, etc. The gross earnings then minus 
these direct expenses must give the business profit, or net earn- 
ings from business activities. Of coiu-se, apart from this they 
may, and in this case do, have other sottrces of income as well 
as other expenses, which must also be taken into consideration 
in determining the firm's net income for the year. In the state- 
ment of income and expenses shown herewith the division, 
however; may be changed slightly. 

29. The trial balance of this firm when the accountant 
began the examination is shown in the question. A close 
inspection of the various accoimts and items, however, discloses 
that several adjustments were necessary in order to have each 
accoimt exhibit its correct status. Therefore, the various index 
letters were made by the accotmtant in making an explana- 
tion of the various items requiring adjustments in their respec- 
tive accoimts. This plan of keying notation and necessary 
adjustments is followed by most professional accotmtants as 
it enables them to make on separate sheets full explanations 
of necessary changes. It enables them also to note any other 
featttres of interest to them in making adjustments and after- 
wards in making up exhibits and schedules. 

The statement of earnings and expenses shown i^ of special 
interest because it shows, in separate divisions, the professional 
earnings and expenses incident thereto, as well as the other 
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income and outlays relating to the firm's business. It shows 
that the aggregate income of the firm consists of $15,725 from 
professional services and $949.50 from investments, making 
an aggregate income of $16,674.50. The net business earn- 
ings amotmted to $9,836.20, but this will be reduced slightly 
if depreciation on fumitiu-e and interest on loans are entered 
as a direct expense. It will be noticed that these two items 
have been placed in the second section, but there is no great 
objection to their being placed in the first. The interest on 
money borrowed was not a necessary business expenditure 
because that was caused by the heavy withdrawals of the part- 
ners. It would seem only fair to charge interest on the with- 
drawals, and especially on the heavy payments for the accoimt 
of Jones, but as the agreement is sUent in this respect that does 
not seem necessary. 

The investment in stocks produced an income of $949.50, 
but there is a loss by reason of shrinkage in value of $1,050, 
so that* this particular investment has really netted a loss of 
$100.50. The Imperial Deposit Company accoimt of $250 
is an old account and should not affect the business earnings 
of this year. The accountant is advised to make an allowance 
from the Swansea Church account; he hacs, therefore, deducted 
$15 for this purpose, though a larger amount might be 
advisable. The firm's net income or net profit for the year 
then is $9,238.20, as exhibited by the statement. 

30. The question calls for a balance sheet and the partners* 
accoimts, both of which are shown herewith. The interest due 
Smith on his loan of $5,800 now amounts to $192, and has been 
credited to his account, though it might not be wrong to credit 
it to interest payable. The house accoimt of Jones amounting 
to $8,240.40 has been charged against his accoimt in the exhibits, 
though it would not be wrong to show it among the assets of 
the balance 'Sheet; it does seem, however, that, the question 
itself requires that this shall be deducted from his account in 
order to show his actual interest in the firm. Of course in a 
case of embarrassment the private property of the partners 
will be liable for the debts of the firm. 
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The allowance of $15 of the Swansea Church account has 
been credited directly to the account, though it would not be 
wrong to open a reserve for allowance or for bad debts. There 
is a contingent liability of $2,000, as shown under (6) and as 
noted on the balance sheet. The question states that it was 
discounted at the bank, but as there is no account for discount 
perhaps the amount allowed was charged to expense. The 
adjustment of petty cash account is interesting, as it shows the 
careless way in which the petty cash book was maintained. 

TRIAL BALANCE, AFTER ADJUSTMENT 
December 31, 1912 



Petty cash account 


$ 49.50 




Bank at Hamilton 


675.80/ 




Office fixtures 


499.50 


* 


Jones' house account 


8,240.40 




Stocks account 


10,050.00 




Income from stocks 




$ 949.60 


Expense 


5,888.80 




Ungava Bank 


150.00 




Imperial Deposit Company 






Swansea Church 


80.00 




Civic abbatoir 


5.00 




Masonic hall 


125.00 




Office Building Company 


200.00 




City fire hall 


50.00 




Manor house 


550.00 




X estate 


1,575.00 




Service earnings 




14,600.00 


Rent owing 




100.00 


Smith drawings 


6,100.00 


192.00 


Jones drawings 


4,805.00 




Smith capital 




10,000.00 


Tones capital 
Miscellaneous fees 




8,000.00 




1,125.00 


Miscellaneous clients 


175.00 




Smith loan account 




5,800.00 


Interest 


192.00 




Profit and loss 


1,355.50 
$40,766.50 






$40,766.50 



And yet this is not strange, for professional men do not pre- 
tend to be bookkeepers and are more concerned in the profes- 
sional activities than in accoimt keeping. 

The accompanying journal entries show the various adjust- 
ments necessary to bring the accounts in harmony with the 
findings of the accountant. There might be some other divisions 
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made in the preparation of accounts, but the splitting of 
hairs is hardly worth while. The trial balance of the ledger 

ADJUSTING' JOURNAL ENTRIES 
December 31. 1912 
Smith drawing $ 100.00 

Jones drawing 5.00 

Petty cash $ 105.00 

For advances made and not recorded. 
Expense 996.00 

Petty cash 996*00 

For balance of petty-cash account 
closed into general expense. 
Profit and loss 40.50 

. Office fixtures 40.50 

For 7i-per-cent. depreciation on $540. 
Profit and loss * 1,050.00 

Stock account 1,050.00 

Shrinkage in value of stocks both 
those sold and on hand 
Expense 100.00 

Rent owing 100.00 

Amount owing at end of year. 
Profit and loss for last year 250.00 

Profit and loss 15.00 

Imperial Deposit Company 250.00 

Swansea Church 15.00 

Account of Imperial Deposit Com- 
pany irrecoverable, and allowance 
on chtu-ch accoimt. 
Clients 14,600.00 

Service earnings 14,600.00 

For charges against clients to date, per 
memorandum book not yet posted, 
as follows: 
Masonic Hall $ 625.0a 

Office Building Company 1,200.00 
City Fire HaU . 750.00 

Manor House 900.00 

X estate 11,125.00 

Total $14,600.00 

Miscellaneous accounts 175.00 

Miscellaneous fees accounts 175.00 

For miscellaneous contracts completed 
and not yet entered or paid. 
Interest 192.00 

Smith, drawing 192.00 

For 6-per-cent. interest on loan to firm 
as follows: 

$5,800 for 6 months, $174.00 

1,200 for 3 months, 18.00 

$7,000 total $192.00 

after adjustment is shown herewith also. The ledger accounts 
are included as well, in order to show their status after the 
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various entries were posted . The accotints have not been closed, 
as this could be easily done by setting up the journal entries 

STATEMENT OF EARNINGS AND EXPENSES 

Smith & Jones, Architects 

For Year Ended December 31, 1912 



Expenses 


Earnings 


Rent of office 
Salaries 

General expenses 
General expenses per 
petty- cash adjustment 


$ 1,200.00 

2,812.00 

880.80 

996.00 


From professional ser- 
vices rendered 

Miscellaneous fees for 
services, paid 

Miscellaneous fees for- 
services, outstanding 

Net earnings for year 

brought down 
Other income 

Interest and dividends 
on stocks 


$14,600.00 
950.00 


Total 
Business earnings 


$ 5,888.80 

9,836.20 

$15,725.00 

$ 1,050.00 

40.50 

250.00 

15.00 

192.00 

$1,547.50 

9,238.20 

$10,785.70 


175.00 


Other outlays 

Loss on adjustment of 

stocks to market 

value 
Depreciation of office 

furniture 
Bad debts written off 
Allowance for client 
Interest on loan 

Total . 
Net income, profit 


$15,725.00 

$ 9,836.20 
949.50 




$10,785.70 



Total income for the year is $16,674.50. 

Apportionment of Income. — Smith, two-fifths, $3,695.28; Jones, 
three-fifths, $5,542.92. 

BALANCE SHEET • 
Smith & Jones, Architects 
As OF December 31, 1912 
Assets 
Current assets 
Petty cash 
Balance in bank 
Clients' account, due 
Miscellaneous fees, due 
Current accounts with clients 
Total 
Investments 

Stock owned 
Fixed assets 
Office fixtures 



$ 49.50 

675.80 

$ 235.00 

175.00 

2,500.00 



$ 725.30 

2,910.00 
$ 3,635.30 

10,050.00 

499.50 
$14,184.80 
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Liabilities and Capital 
Current liabilities 

Rent owing $ 100.00 

Fixes liabilities 

Loan from Smith 5,800.00 

Total $ 5,900.00 

Partners' accounts 
Smith's capital $7,787.28 

Jones' capital 497.52 

Net worth of firm 8,284.80 

$14,184:80 

Note. — ^Under discount at bank a client's note lor $2,000 on which this firm is con- 
tingently liable. ^ 

and posting them accordingly. Even in closing it might be 
advisable to leave Jones' house accotmt stand separately. The 
capital accotmt should be left intact and all drawings of the 
profits should be placed in the drawings account. 



ACCOUNTS WITH PARTNERS 


December 31, 1912 


Smith 


's Account 




Investment in the business 
Share of profits, two-fifths 
Interest on loan 


$10,000.00 

3,695.28 

192.00 


$13,887.28 


Deduct 
Cash drawings for year 




6,100.00 


Smith's net worth 




$ 7,787.28 


Jones' Account 




Investment in the business 
Share of profits, three-fifths 
Deduct 
Cash drawings for year 
Cash advanced to pur- 
chase house 


$8,000.00 
5,542.92 


13,542.92 


$4,805.00 
8,240.40 


13,045.40 



$7,787.28 



Jones' net worth 497.52 

Net worth of firm this date $8,284.80 

There would not be any serious objection to carrying Jones' 
house account among the assets instead of charging same to 
his account; in order to show the relative positions of the part- 
ners, however, it seems necessary to enter it as a withdrawal 
of funds that is chargeable to him. This indicates, of course, 
that the house is to be the property of Jones and not an asset 
of the partnership. This charge practically wipes out Jones* 
investment; whether or not he is to replace it is not a part of 
the problem. 
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LEDGER ACCOUNTS WITH ADJUSTMENTS 
I>etty-Cash Account 



Amount given 


$1,160.60 


Advance to Smith $ 100.00 
Paid for Jones 5.00 
General business expenses 996.00 
Balance 49.50 


Balance 


$1,150.50 
$ 49.60 


$1,150.60 



Bank of Hamilton 



Balance 



$675.80 



Office Fixtures 



Cash 



$540.00 



Depreciation 



Jones* House Account 



$40.50 



Cash 



$8,240.40 



Stocks Account 



Balance, January 1,1912 $12,500.00 
Cash 5,100.00 



$17,600.00 



Value of stock 



Cash sales 
Loss, shrinkage 
Market value of stock 



$10,050.00 
Income From Stock Investments 



$ 6,500.00 

1.060.00 

10,050.00 

$17,600.00 



Cash 



$949.50 





Expense 


Rent paid 

Rent owing 

Salaries 

Petty cash adjustment 

General expenses 


$1,000.00 

100.00 

2,812.00 

996.00 

880.80 
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Ungava Bank 



Balance 



$250.00 



Profit and loss 



Swansea Church 



$250.00 



Balance 



$95.00 



Profit and loss 



Civic Abbatoir 



$15.00 



Balance 



$5.00 



Masonic Hall 



Services 



$625.00 Cash 



Office Building Company 



$500.00 



Services 



$1,200.00 Cash 



City Fire Hall 



$1,000.00 



Services 



$750.00 Cash 



Manor House 



$700.00 



Services 



$900.00 Cash 



X Estate 



$350.00 



Services 



$11,125.00 Cash 



$9,550.00 
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SmvicE Earnings 



Cash 







Sundry clients 


$14,600.00 




Rent Owing 








Owing end of year 


$100.00 




Smith Drawings 




Cash 
Cash 


$6,000.00 
100.00 


Interest on loan 


$192.00 




Jones Drawings 




Cash 
Cash 


$4,800.00 
6.00 








Smith Capital 








Balance 


$10,000.00 




Jones < 


[Capital 








Balance 


$8,000.00 




Miscellaneous 


Fees Account 


■ 






Cash 

Not yet paid 


$960.00 
175.00 




1 
Smith Loan Account 





$1,200.00 



Cash 



$7,000.00 
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Miscellaneous Clients 



Services rendered 



$175.00 



Interest 



On loan to Smith 



$192.00 



Profit and Loss 



Depreciation on office 

fixtures $ 40.50 

Stock account 1.050.00 

Bad debt^, old 250.00 

Allowance 15.00 
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inside edges of the headlines until the desired Section is found, then along the page 
numbers of that Section until the desired page is found. Thus, to find the reference 
"Accounting, Municipal, §39, pi," turn to the Section marked §39, then to page 1 of 
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§37, plO 
Income, of steam roads, ^36, pi 
Items in balance-sheet, of steam roads, 

§36, p7 
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Mine-operating, %37, p4 
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Profit-and-loss, of steam roads, §36, pi 
recording transactions of Water Depart- 
ment, §39, p36 
The, §39, p21 
Actual report of a mining company, §37, pl6 
Additions and betterments of steam roads, 

§34, p6 
Agency records, Life-insurance, §38, p8 
Agents' cash book. Life-insurance, §38, p7 
Annual reports and statements, Fire-insur- 
ance, §38, p20 
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Arrangement of straight-line graphs, Va- 
riations in, §41, p4 
Assessment accounts, §39, p41 
Assets, Current, of steam roads, ^36, plO 

Deferred, of steam roads, §36, plO 
Audit of a brokerage firm's books, %33, p45 



Abbreviations used in recording stock 

sales, ^33, p6 
Account, Income and expense, of fire in- 
surance company, §38, pl9 

Income and operating, of mining com- 
pany, §37, pl3 

Income, of mining companies, ^37, p7 
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^37, pl3 

Revenue, of life-insurance company, 
§8. pl2 

Title and definition of, for steam roads, 
§36, p3 
Accounting methods of banks, §31, pi 

methods of mining companies, %37, pi 

methodg. Life-insurance, §38, p6 

methods, Stock -brokerage, %33, pi 

Municipal, §39, pi 

plan for cities, §39, p20 
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Construction and equipment, of steam 
roads, §34, p2 - 

Definition of, §39, p2 
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Engineering, of stea^ roads, §34, p7 

Entries composing, for steam roads, 
^36, p2 

Fire-insurance, §38, pl7 
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§36, pi 
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Blind pool, §32, p21 
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%33, p34 

and Loaned Book, Stocks, §33, p32 
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roads, §34, p8 
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Broker, The, §32, p22 
Budget, Outline of, §39, pl7 

The, §39, pl3 
Bull, §32, p21 

Business of a^ life-insurance company, 
§38, p6 



Buyer's and seller's options, §32, p8; §33, p6 
Buying and selling on the New York Stock 
Exchange, §32, pi 



Capital and sinking fund accounts, 
§39, p50 
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premium on, %36, pl2 
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book, Life-insurance foreign, §38, p7 
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Certificates of stock, §32, pl7 
Certification, §32, pl3 
Certified checks, §31, pll 

-check register, §31, p39 
Charges, Division of steam-road, §35, pl2 
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tribution of, §35, p3 
Charts, Line, §41, pp7, 10 
Charters of New York cities, §39, p7 
Checks, Certified, §31, pll 
Circle graphs, §41, pl3 
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Claim Register, §39, p21 
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roads, §34, p3 
Clearing House and Ex-Clearing House 
stocks, §32, p5 
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Construction and equipment accounts of 
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Contracts, Insurance, §38, pi 
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Corporations, §39, p3 

Corporate surplus of steam roads, %36, pl2 

Credit in the stock market, Use of, ii2, pl3 
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§36, p8 
Income, of steam roads, %36, p4 
Profit-and-loss, of steam roads, §36 p7 
Unadjusted, of steam roads, §36, pU 

Crossings and signs of steam roads, §34, p8 

Culverts, bridges, and trestles of steam 
roads, §34, p8 
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Curb market, §32, p25 

Current accounts, §39, p23 
Appropriations, §39, p26 
assets of steam roads, %36, plO 
liabilities of steam roads, §36, pll 

Customer's Ledger, ^33, p2S 
Margin Record, %33, p9 
Statement, ^33, p28 



Debits, Balance-sheet, of steam roads, 

§36, p8 
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i36, p6 
Income-account, of steam roads, %36, p4 
in pay. Steam-roads, §35, pll 
Profit-and-loss, of steam roads, §36 p7 
Unadjusted, of steam roads, %36, plO 
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§36, pll 
Definition of account, §36, p3 
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Delivery of stocks, Time of, §32, pll 
Departments of a bank. Relation of, 

§31, p4 
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Depreciation of fixed improvements of 
steam roads, §35, p4 
of mines, §37, pl5 
register of steam roads, §35, p5 
Steam roads, §35, p5 
Disbursements book. Life-insurance, §38, p7 
Discount, §36, pl2 
and premium on capital stock of steam 
roads, i36, pl2 
Disposition of net income of steam roads, 
§36, p6 



Distribution of charges for property re- 
tired and replaced of steam roads, 
§35, p3 
systems. Steam-roads power-, §34, plO 
Dividends, Collection of, §32, pl2 

Cumulative, §32, pl7 
Division charges of steam roads, §35, pl2 

of accounts of steam roads, §34, p4 
J)ocks and wharves of steam roads, 

§34, p9 
Draft, Definition of, §31, p37 
register, |31, p37 
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Eighty-per-cent. . coinsurance clause. Fire- 
insurance, §38, pl5 
Employes, Operating expenses on account 
of wages paid, on steam roads, §35, p8 
Endowment plan, §38, pi 

policy, §38, pi 
Engineering acccount of steam roads, 

§34, p7 
Entries composing accounts of steam roads, 

§36, p2 
English stock exchanges, §32, pi 
Entries affecting appropriations, §39, p28 
dealing with the collection and return of 
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b for assessments collected, §39, p44 

for interest on assessment loans to be 

paid, §39, p46 
for money borrowed in anticipation of 
the collection of assessments, §39, p45 
for payment to current accounts, §39^, p47 
for uncollected assessments, §39, p48 
for warrants issued in payment of claims, 

§39, p47 
illustrating treatment of uncollected 

taxes, §39, p32 
in capital group (Capital section), 

§39, p50 
in capital group (Sinking fund section), 

§39, pS3 
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recording claims audited for -payment, 

§39, p43 
recording payments, §39, p30 
recording sundry receipts, §39, p27 
recording the budget, §39, p23 
recording the transactions of the Water 

Rent Roll, §39, p36 
on levy of an assessment, §39, p43 
to record payment by city of its share 

of an assessment, §39, p46 
to record payment of warrants, §39, p48 
Entry recording contracts entered into or 
orders issued, §39, p42 
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Equipment accounts. Steam-road construc- 
tion and, §34, p2 
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§35, p5 
Steam-roads investment in road and, 

§34, pi 
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ment of operating, %37, p20 
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Steam-roads, §35, p8 
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Fictitious sales, §32, p9 
Fire-insurance, §38, pl4 
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-insurance accounts, §38, pl7 
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insurance, premiums, reserves, and rein- 
surance, §38, pl4 
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-insurance trial balance, §38, pl7 
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steam roads, §35, p4 
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Foreign cash book. Life-insurance, §38, p7 
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roads, §36, pi 
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Ledger, ^33, p41 
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C charters, §39, pll 
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§36, pll 
■ Grants to steam roads, Governmental 
§36, pll 
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Use of percentage in preparing, §41, pl5 
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Gro^ premiums. Fire-insurance, §38, pl8 
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Method of, §38, p6 
of primary accounts of steam roads, 
§34, p5 

Home-ofHce cash book, Life-insurance, 
§38, p7 

Hypothecation of customer's securities, 
§32, pl6 
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Original, of steam roads, §34, p6 
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Lamb, %32, p21 

Language of the Street, ^32, p21 

Laying tracks and surfacing of steam 

roads, §34, p8 
Ledger accounts of coal-mining company, 
§37, p3 
Customer's, ^33, p25 
General, ^33, p41 
Life-insurance general, §38, p7 
Private, p40 
Securities, ^33, p30 
Ledgers, Life-insurance policyholders', 

§38, p8 
Liabilities, Current, of steam roads, 
^36, pll 
Deferred, of steam roads, ^36, pll 
Life-insurance, §38, p8 
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roads, §36, plO 
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-insurance agency records, §38, p8 
-insurance agents' cash book, §38, p7 
-insurance annual report to state, §38, pl3 
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§38, p7 
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§38, p6 
-insurance companies. Methods of con- 
ducting, §38, p2 
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Listing of securities on the Stock Ex- 
change, %32, p4 
Loans at the bank, §32, pl3 
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§34, pll 
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. §35, p3 
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of conducting life-insurance companies, 
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companies, Bodks and accounts of, §37, 

p2 
companies. Income account of, §37, p7 
companies. Monthly statements of, §37, 

P7 
companies, Profit-and-loss accounts of, 
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Recording a purchase and sale, $32, p22 
Records, Life-insurance agency, $38, p8 
Reduced-rate average clause in fire-insur- 
ance, $38, pl6 
Registers of steam roads. Equipment- 
depreciation, $35, p5 
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Pay-roll, of steam ^roads, $35, pll 
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